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AIRCRAFT EQUIPMENT LOANS AND CAPITAL GAINS 


WEDNESDAY, JULY 17, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON TRANSPORTATION AND COMMUNICATIONS 
OF THE CoMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D. C. 

The committee met, pursuant to call, in room 1435, House Office 
Building, Hon. Oren Harris (chairman) presiding. 

The CHamrman. Let the committee come to order. 

The subcommittee on transportation and communications is meet- 
ing today to begin hearings on two important bills, which are, of 
course, of much interest to the airlines. Although these bills deal 
with different subject matters, they endeavor to approach the same 
problem, and that is, buying new equipment, which the airlines must 
have, if they are to provide air transportation which the public needs, 
demands, and must have. 

One of these bills, H. R. 5822 is an old familiar proposal. We re- 

‘all wrestling with it in the past. It deals with the problems of re- 
investment by air carriers of the proceeds from the sale or other dis- 
position of certain operating property and equipment, referred to, I 
believe, chiefly as capital gains. 

The other bill, H. R. 7993, would provide for Government guaran- 
ty of private loans to certain air carriers for the purchase of aircraft 
and equipment. This is a new proposal which has been presented by 
the Civil Aeronautics Board. 

At this point the two bills referred to will be included in the record, 
and the reports from the agencies will likewise be included in the 
record at their appropriate place. 

(TTI. R. 5822 and H. R. 7993 are as follows :) 


[H. R. 5822, 85th Cong., 1st sess.] 


A BILL To amend section 406 (b) of the Civil Aeronautics Act of 1938 with respect to the 
reinvestment by air carriers of the proceeds from the sale or other disposition of certain 
operating property and equipment 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 406 (b) of the Civil Aero- 
nautics Act of 1938, as amended, is hereby amended by adding at the end thereof 
the following new paragraph: 

“In determining the need of an air carrier for compensation for the trans- 
portation of mail, and such carrier’s ‘other revenue’ for the purpose of this sec- 
tion, the Board shall not take into account gains derived from the sale or other 
disposition of flight equipment if (1) the carrier notifies the Board in writing 
that it has invested or intends to reinvest the gains (less applicable expenses 
and taxes) derived from such sale or other disposition in flight equipment and 
(2) submits evidence in the manner prescribed by the Board that an amount 
equal to such gains (less applicable expenses and taxes) has been expended for 
purchase of flight equipment or has been deposited in a special reequipment 
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fund. Any amounts so deposited in a reequipment fund as above provided shall 
be used solely for investment in flight equipment either through payments on 
account of the purchase price or construction of flight equipment or in retire- 
ment of debt contracted for the purchase or construction of flight equipment, 
and unless so reinvested within such reasonable time as the Board may pre- 
Scribe, the carrier shall not have the benefit of this paragraph. Amounts so 
deposited in the reequipment fund shall not be included as part of the carrier’s 
used and useful investment for purposes of section 406, until expended as pro- 
vided above.” 

Sec. 2. The amendment made by this act to such section 406 (b) shall be 
effective as to all capital gains realized on and after January 1, 1956, with re- 
spect to the sale or other disposition of flight equipment whether or not the 
Board shall have entered a final order taking account thereof in determining 
all other revenue of the air carrier. 


[H. R. 7993, 85th Cong., 1st sess.] 


A BILL To provide for Government guaranty of private loans to certain air carriers for 
purchase of aircraft and equipment, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That it is hereby declared to be the policy 
of Congress, in the interests of the commerce of the United States, the postal 
service, and the national defense to promote the development of local, feeder, 
and short-haul air transportation, both within the United States and within the 
Territories of Alaska and Hawaii. In furtherance of this policy it is deemed 
necessary and desirable that provision be made to assist certain air carriers 
engaged in such air transportation by providing governmental guaranties of 
loans to enable them to purchase aircraft suitable for such transportation on 
reasonable terms. 

Sec. 2. As used in this Act— 

(a) “Board” means the Civil Aeronautics Board. 

(b) “Aireraft purchase loan” means any loan, or commitment in connection 
therewith, made for the purchase of a commercial transport aircraft, including 
spare parts normally associated therewith. 

Sec. 3. The Board is hereby authorized to guarantee any lender against loss 
of principal and interest on any aircraft purchase loan made by such lender or 
to any air carrier holding a certificate of convenience and necessity (a) desig- 
nated therein to be for local or feeder air service, or (b) providing for operations 
wholly within the Territory of Hawaii, or (c) providing for operations wholly 
within the Territory of Alaska (including service between Alaska and adjacent 
Canadian territory). Such guaranty shall be made in such form, on such terms 
and conditions and pursuant to such regulations as the Board deems necessary 
and which are not inconsistent with the provisions of this Act. 

Sec. 4. No guaranty shall be made: 

(a) Extending to more than the unpaid interest and 90 percent of the unpaid 
principal of any loan. 

(b) On any loan or combination of loans for more than 90 percent of the pur- 
chase price of the aircraft, including spare parts, to be purchased therewith. 

(c) On any loan whose terms permit full repayment more than 10 years after 
the date thereof. 

(d) Wherein the total face amount of such loan, and of any other loans to the 
same carrier, or corporate predecessor carrier or carriers, guaranteed and out- 
standing under the terms of this Act exceed $5,000,000. 

(e) Unless the Board finds that, without such guaranty, in the amount thereof, 
the air carrier would be unable to obtain necessary funds for the purchase of 
needed aircraft on reasonable terms. 

Sec. 5. The Board shall prescribe, either specifically or by limits, rates of 
interest, guaranty fees and such other reasonable fees or charges as it may 
require in connection with guaranty of aircraft purchase loans. 

Sec. 6. (a) To permit it to make use of such expert advice and services as it may 
require in carrying out the provisions of this Act, the Board may use available 
services and facilities of other agencies and instrumentalities of the Federal 
Government with their consent and on a reimbursable basis. 

(b) Departments and agencies of the Federal Government shall exercise their 
powers, duties, and functions in such manner as will assist in carrying out the 
objectives of this Act. 
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Sec. 7. (a) Receipts from fees and charges under this Act shall be credited 
to miscellaneous receipts of the Treasury. 

(b) Payments to lenders required as a consequence of any guaranty under 
this Act may be made from funds which are hereby authorized to be appropriated 
to the Board for that purpose. 

(c) Administrative expenses under this Act shall be paid from appropriations 
to the Board for administrative expenses. 

Sec. 8. This Act shall become effective upon enactment, and the authority con- 
tained in section 3 hereof shall expire five years thereafter. 


The Cuarrman. I note that we have reports from the Post Office 
Department with reference to H. R. 5822. We have a report from the 
Secretary of Commerce and the Secretary of Treasury on H. R. 7993. 

I am advised that the Board and the Secretary of Commerce will 
have presentations to make regarding H. R. 7993. 

I notice that the Department of Commerce already has a report on 
H. R. 7993, and it will have a report on the other bill, H. R. 5822. 

The Board, I believe, is not taking any position on H. R. 5822 sim- 
ply because and for the good reason that they have a case before them 
that involves this very question and to express an opinion one way 
or the other on it at this time, the Board feels would be inappropriate. 

(The reports from Government departments are as follows:) 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., July 16, 1957. 
Hon. Oren Harris, 
Chairman, Committee on Interstate and Foreign Commerce, House of 
Representatives, New House Office Building, Washington, D. C. 

My Dear Mr. CHAtTRMAN: This is in reply to your letter of March 13, 1957, re- 
questing the views of this office with respect to H. R. 5822, “To amend section 406 
(b) of the Civil Aeronauties Act of 1938 with respect to the reinvestment by air 
carriers of the proceeds from the sale or other disposition of certain operating 
property and equipment.” 

This bill provides that the Civil Aeronautics Board shall not, in determining 
all other revenue of an air carrier for subsidy purposes, take into account gains 
derived from sale of aircraft if the gains are reinvested in aircraft within a 
reasonable period. 

The Secretary of Commerce in the report that he is making to your committee 
on H. R. 5822 is recommending enactment. In view of the reasons set forth in 
that report, the Bureau of the Budget would not object to enactment of this 
legislation. 

Sincerely yours, 
Percy Rappaport, Assistant Director. 


THE SECRETARY OF COMMERCE, 
Washington, July 17, 1957. 
Hon. Oren Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 


Dear Mr. CHAIRMAN: This is in reply to your request for our views with regard 
to H. R. 5822, a bill to amend section 406 (b) of the Civil Aeronautics Act of 1938 
with respect to the reinvestment by air carriers of the proceeds from the sale or 
other disposition of certain operating property and equipment. 

This bill provides that in determining the “need” of air carriers for subsidy 
mail pay, the Civil Aeronautics Board shall not take into account gains derived 
from the sale or other disposition of flight equipment. The benefit provided by 
the bill would be extended in those instances where such gains (after applicable 
expenses and taxes) are reinvested in the purchase or construction of flight 
equipment, or used for the retirement of debt contracted for such purposes. 

It is the intent of this bill to change a method of calculating need mail rates 
which tends to discourage subsidized air carriers from replacing obsolete equip- 
ment. We favor enactment of this bill. 
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At present, because of certain court decisions and proceedings instituted by 
the Civil Aeronautics Board, a subsidized air carrier faces the prospect of 
having capital gains realized from the sale or other disposition of flight equip- 
ment applied as an offset to reduce the subsidy to which it would otherwise be 
entitled. Carriers are encouraged by this to retain such value as there might be 
in their equipment over and above depreciated cost by not realizing gains through 
sale or other disposition. Such a situation tends to delay the replacement of 
obsolescent equipment. 

This Department believes this result is not in the public interest. The public 
interest in the efficient, economical, and safe operation of subsidized air carriers 
would be better served if subsidies were calculated in such a way as to permit 


reinvestment of gains in more modern and efficient aircraft without affecting 
need mail rates. 


We, therefore, recommend enactment of H. R. 5822. 
We have been advised by the Bureau of the Budget that it interposes no 
objection to the submission of this report. 
Sincerely yours, 


SINCLAIR WEEKS, 
Secretary of Commerce. 


Post OrricE DEPARTMENT, 
BUREAU OF THE GENERAL COUNSEL, 


Washington, D. C., July 16, 1957. 
Mr. Ettron J. LAYTON, 


Clerk, Committee on Interstate and Foreign Commerce, 
House of Representatives. 


DEAR Mk. LAYTON : The Postmaster General has asked me to reply to your letter 
of July 10, 1957, concerning the hearings on July 17 and 18, 1957, by the Subcom- 
mittee on Transportation and Communications, on H. R. 5822, a bill to amend 
section 406 (b) of the Civil Aeronautics Act of 1938 with respect to the reinvest- 
ment by air carriers of the proceeds from the sale or other disposition of certain 
operating property and equipment, and H. R. 7993, a bill to provide for Govern- 
ment guaranty of private loans to certain air carriers for purchase of aircraft 
and equipment, and for other purposes. 

The Department did not report on H. R. 5822 which, in effect, would provide 
that the Civil Aeronautics Board, in determining the subsidy to be paid to air 
carriers for the transportation of mail “shall not take into account gains derived 
from the sale or other disposition of flight equipment if (1) the carrier notifies 
the Board in writing that it has invested or intends to reinvest the gains (less 
applicable expenses and taxes) derived from such sale or other disposition in 
flight equipment and (2) submits evidence in the manner prescribed by the Board 
that an amount equal to such gains (less applicable expenses and taxes) has been 
expended for purchase of flight equipment or has been deposited in a special 
reequipment fund.” 

The Supreme Court of the United States in the case of Civil Aeronautics Board, 
Petitioner v. Arthur E. Summerfield, Postmaster General of the United States, 
et al., decided February 1, 1954, and reported in volume 347, United States, page 
67, held that “all other revenue” includes nonflight income from incidental air 
earrier’s activities and any gains derived from the sale of tangible or intangible 
assets shall be treated as “other revenue” for the purpose of reducing mail 
compensation. 

The effect of the proposed bill would be to exclude from “all other revenue” 
of the air carrier gains received from the sale or disposition of flight equipment 
in determining the “need” of an air carrier for compensation for the transporta- 
tion of mail. 

The case cited was the result of an appeal by the Department from a decision 
by the Civil Aeronautics Board which did not take into account the profits in the 
international operations of a carrier in arriving at a “need” rate for its domestic 
operations. The Department was, at that time, paying the airmail subsidy. 

Reorganization Plan No. 10 of 1953 (5 U. S. C. 1332 15) provided for a complete 
and formal separation of subsidy from compensation for the transportation of 
mail. The function of paying such subsidy was transferred to the Civil Aeronau- 
tics Board. The Post Office Department is not now financially concerned with 
this subject. Accordingly, H. R. 5822 is more appropriately a matter upon which 
the Department of Commerce, and possibly the Civil Aeronautics Board, should 
supply the principal recommendations for consideration by the committee. The 
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Department does not propose to have witnesses at the hearing, but it is respect- 
fully requested that the foregoing comment on H. R. 5822, and the Department’s 
report of July 8, 1957, on H. R. 7993, be made a part of the record of the hearings 
on the two bills. 

The Bureau of the Budget has advised that there would be no objection to the 
submission of this letter to the committee. 

Sincerely yours, 
ABE MoGrReGoR GOFF, 
General Counsel. 


Post Orrick DEPARTMENT, 
BUREAU OF THE GENERAL COUNSEL, 
Washington, D. C., July 8, 1957. 
Hon. OREN Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives. 

DEAR Mr. CHAIRMAN: Reference is madggte your request for a report on H. R. 
7993, a bill to provide for Government gU@ranty of private loans to certain air 
carriers for purchase of aircraft and equipment, and for other purposes. 

This measure declares that it is the policy of Congress: “* * * in the inter- 
ests of the commerce of the United States, the postal service, and the national 
defense to promote the development of local feeder and short-haul air transpor- 
tation, both within the United States and within the Territories of Alaska and 
Hawaii.” 

In furtherance of this policy the bill authorizes the Civil Aeronautics Board, 
for a 5-year period, to guarantee any lender against loss of principal or interest 
on any aircraft purchase loan made to any air carrier holding a certificate of 
public convenience (a) designated therein to be for local or feeder air service, or 
(b) providing for operations wholly within the Territory of Hawaii, or (c) 
providing for operations wholly within the Territory of Alaska (including service 
between Alaska and adjacent Canadian territory). The bill contains pertinent 
restrictions on the amount, term, interest, and the like, of loans which may be 
thus guaranteed by the Board. 

Section 6 (b) of the bill provides that departments and agencies of the Federal 
Government: ‘“** * * shall exercise their powers, duties, and functions in such 
manner as will assist in carrying out the objectives of this Act.” 

The measure appears to be of primary concern to other agencies of the Govern- 
ment rather than to the Post Office Department. 

In general the feeder airline and short-haul air service as now operated is 
adequate for airmail. In some areas better schedules, or new or additional 
feeder line service might expedite small quantities of mail. However, it is 
doubtful that such service improvements would justify the increased cost. 

If it is the intent that section 6 (b) would require the Department to use local 
service or short-haul air carriers for transporting mail in preference to surface 
transportation, we would not approve of this section. This Department main- 
tains the position that we will use any transportation certified by the Civil 
Aeronautics Board when the interest of the Department may be served. 

The Bureau of the Budget has advised that there would be no objection to the 
submission of this report to the committee. 

Sincerely yours, 
ABE McGrecor Gorr, General Counsel. 


THE SECRETARY OF COMMERCE, 
Washington, D. C., July 8, 1957. 
Hon. OREN Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, 
Washington, D. C. 

DEAR Mr. CHAIRMAN: This is in reply to your request of June 10, 1957, for 
the views of this Department with respect to H. R. 7993, a bill to provide for 
Government guaranty of private loans to certain air carriers for purchase of 
aircraft and equipment, and for other purposes. 

H. R. 7993 would authorize the Civil Aeronautics Board to guarantee private 
loans negotiated by certain air carriers for the purchase of aircraft suitable for 
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local, feeder, and short-haul air transportation both within the United States 
and within the Territories of Alaska and Hawaii. The guaranty would pro- 
tect any lender against loss of principal or interest on any aircraft purchase loan 
made by the lender to the qualifying air carrier holding a certificate of public 
convenience and necessity as described by the bill. No guaranty would be made 
unless the Board found that the air carrier could not otherwise obtain necessary 
funds for the purchase of needed aircraft on reasonable terms. 

Generally speaking, we believe that further extension of the principle of 
guaranty by the Federal Government of private loans is undesirable. Loan 
guaranties of the type proposed would be justified, in our opinion, only if there 
were convincing evidence sufficient to prove that they would shortly complete 
the transition of these carriers to a subsidy-free status. We think the evidence 
is lacking. 

Furthermore, we do not believe that sufficient experience has been gained 
since the short-haul air carriers were permanently certificated to arrive at a 
determination of the effect of such certification on their long-range financing 
problems. 

Also, there are certain proceedings pending before the Board at the present 
time which should materially affect the need of the short-haul carriers for assist- 
ance of the nature proposed by this legislation. These proceedings are Capital 
Gains, docket No. 7902, and the Rate of Return for Local Service Carriers, docket 
No. 8404. 

In view of the foregoing, we cannot endorse enactment of H. R. 7998 at this 
time. 

The Bureau of the Budget advises that it interposes no objection to the sub- 
mission of this report. 

Sincerely yours, 
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SINCLAIR WEEKS, 
Secretary of Commerce. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., July 16, 1957. 
Hon. OrEN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, House of 
Representatives, New House Office Building, Washington, D. C. 


My Dear Mr. CHAIRMAN: This is in reply to your letters of June 10, 1957, and 
July 1, 1957, requesting the views of this office with respect to H. R. 7993, a bill 
to provide for Government guaranty of private loans to certain air carriers for 
purchase of aircraft and equipment, and for other purposes. 

The Secretary of Commerce and the Secretary of the Treasury in the reports 
they are making to your committee on this bill recommend against enactment 
for the reasons set out therein. 

The Bureau of the Budget concurs in their views and recommends that H. R. 
7993 not be enacted. 

Sincerely yours, 
Percy Rappaport, Assistant Director. 





OFFICE OF THE SECRETARY OF THE TREASURY, 
Washington, July 8, 1957. 
Hon. OrEN Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 


My Dear Mr. CHAIRMAN: Reference is made to your request for the views of 
this Department on H. R. 7993, to provide for Government guaranty of private 
loans to certain air carriers for purchase of aircraft and equipment, and for 
other purposes. 

As a general policy, the Treasury is opposed to the establishment of new loan 
guaranty programs except under conditions of extreme urgency. With the 
present heavy demand for available credit, it is essential that we do all we can 
to avoid adding unnecessarily to this demand. Under these circumstances, the 
Department would be opposed to the enactment of H. R. 7995. 











AIRCRAFT EQUIPMENT LOANS 7 


The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 
Very truly yours, 


W. RANDOLPH BuncEss, 
Acting Secretary of the Treasury. 
The Cuatrman. The first witness this morning will be Mr. Stuart 
G. Tipton, president of the Air Transport Association of America. 
Mr. Tipton, we are very glad to have you back before the committee 
this morning and you may “proceed. 


STATEMENT OF STUART G. TIPTON, PRESIDENT, AIR TRANSPORT 
_ ASSOCIATION OF AMERICA, WASHINGTON, D. C. 


Mr. Tirrron. Thank you, Mr. Chairman and members of the com- 
mittee. 

My name is Stuart G. Tipton. I am president of the Air Transport 
Association, whose members include most of the scheduled airlines of 
the United States. We appreciate the opportunity to appear before 
your committee to discuss H. R. 5822, a bill which provides for the 
retention by subsidized airlines of capital gains made upon the sale 
of flight equipment, and H. R. 7993, which provides for the Govern- 
ment guaranty of private loans to certain small certificated air car- 
riers. 

I want to express our appreciation doubly to you on this occasion, 
Mr. Chairman and members of the committee, because we recognize 
the heavy pressure under which the committee is presently laboring 
and we appreciate greatly the opportunity we are being given to 
discuss these bills which are so important to our industry. 

We support both of these bills and hope that the committee will 
approve them. In the case of the guaranteed loan bill, our support is 
conditioned upon its application only to local service, "territorial and 
similar classes of smaller carriers. 

Both of these bills deal with a very serious problem with which the 
air transport industry is now faced. It is a problem with which this 
committee is familiar. ‘The industry is now approaching the greatest 
revolution in air transport equipment with which it has ever been 
faced. 

As you gentlemen know, the airlines for years have been in the 
process of rapid change in their fleets. ‘Three times since the end of 
World War II the industry has gone through major changes in air- 
craft, all designed to provide a better and more efficient service to the 
public. The one which is now approaching will dwarf anything that 
the airlines have ever done. As far as the entire industry is con- 
cerned, the financial obligations which must be incurred within the 
next few years will approach $21% billion. The present net worth 
of the industry is slightly over $i ‘billion. Needless to say, there is 
concern on every hand as to the problems which arise out of this ex- 
tensive financing on the part of an industry that has never made sub- 
stantial earnings or achieved a credit rating attributable to the older 
and more stable industries. 

As far as the larger and unsubsidized parts of the air transport 
industry are concerned, they look largely for the solution of their 
problem to the Civil Aeronautics Board, before which they have pend- 
ing requests for rate increases designed to increase their earnings. The 
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smaller and subsidized portion of the industry is also looking to that 
solution, but believes that it must come to Cancenas to ask for the 
additional relief which would be granted by this | legislation. Let me 
tell you the situation which faces each of the various classifications 
into which the industry falls. 

I will take the local service airlines first. This committee has long 
been interested in improving the stability of the local service airlines. 
In 1955, the committee provided for their permanent certification. 
This was a great aid to these carriers. The committee has on many 
occasions in the past 5 years considered various means by which the 
local service airlines could be better equipped. Their operations are 
now conducted almost wholly with DC-3’s, a few Martins and 
Convairs having recently been introduced into their fleets. 

It has been a matter of concern to all of us that the local service 
airlines secure modern and more efficient equipment. It has seemed 
clear that the public is entitled to service by more modern equipment, 
and that progress cannot be made in the reduction of subsidy unless 
new equipment can be made available. The problem with which the 
committee has previously been faced with was the lack of a suitable 
airplane to which the local service carriers could turn, and there was 
discussion of incentives for the manufacture of such an airplane. 

That problem seems to be on the way to solution, and we reach the 
next difficulty, that is, how shall the acquisition of these new aircraft 
be financed? A number of the local service airlines have placed firm 
orders for the F-27, and the entire local service industry 1s studying 
that airplane as well as others that might conceivably become 
available. 

Even in those cases where firm orders have been placed, it appears 
that the necessary financing has not yet been completed, and those 
who have not yet placed orders are restrained by the inability to 
acquire reasonable assurance of successful financing. 

The next group I would like to refer to are the Alaskan carriers, 
another group with which this committee is familiar. They operate 
under the difficult conditions with which they are faced in the Terri- 
tory, and they provide virtually the only transportation available 
there. They never have had an airplane which can be said to be com- 
pletely suitable for their extraordinary type of operation. They also 
are exploring new types of equipment, not only equipment already 
developed, but also equipment to be developed in the future which will 
serve their needs and the needs of the Territory better. 

Here again, you have the question of financing. This class of car- 
riers also have earnings records which are not attractive to those with 
money to invest. New equipment will permit them to provide a better 
public service and to start on a reduction of subsidy in their field. 
This committee has already taken steps to help them substantially 
by securing approval by the House of legislation providing for their 
permanent certification. But this does not completely solve the prob- 
lem. 

The next group to which I would like to refer are the helicopter 
carriers. This includes the certificated carriers in the Los Angeles, 
New York, and Chicago areas. While all of the carriers that I have 
referred to are developmental in character, the helicopter operators 
are the ones on which the heaviest burden of development has been 
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imposed. ‘They are required to develop the extremely short-haul serv- 
ice within metropolitan areas which is so greatly needed by reason of 
surface traffic conditions and by expansion of suburban areas. In 
doing this, it is their obligation constantly to foster the development 
of better and more efficient helicopters, because the success of the 
entire effort appears to be based upon increasing the economy and 
efficiency of the helicopter. 

It appears that within the next 4 or 5 years great strides can be 
made toward the self-sufficiency and self- improvement of these car- 
riers if they can push rapidly ahead in the financing and acquisition 
of these new machines. Their financing problem is similar to those 
I have already mentioned. 

The next group affected by this legislation are the international air 
carriers. While these carriers are not covered by the guaranteed loan 
legislation, they are covered by the capital gains legislation. It is not 
necessary for me to go on at length to demonstrate the importance 
to the national interest and the national defense of the maintenance 
of a strong international air-transport system. As the Civil Aero- 
nautics Board said in the Waterman Steamship case: 

Such services have become instruments of national policy, promoting inter- 
national relationships, exalting national prestige, disseminating political and 
economic information, and furthering the national defense. 

The competition encountered by our carriers in the international 
field can be described as violent. Our carriers are playing for great 
stakes, and they are determined that they shall not fall behind the 
rest of the world as did our merchant marine or be driven from the 
skies as our merchant marine was driven from the seas. That being 
the case, they must be the leaders in acquiring and operating the 
finest and most advanced of air -transport equipment. In order to 
accomplish this, our long-haul international carriers have ordered 
approximately 100 large, “United States manufactured jets at a total 
cost of over $650 million. The financing required by these carriers is, 
of course, on a much larger scale than the smaller carriers about 
which I have been talking, but the financing problems and the reasons 
for them are the same for all of the classes of carriers that I have 
discussed. 

The foregoing is a thumbnail description of the problem presented 
to the committee. Extensive details could be secured by the com- 
mittee from the individual carriers making up these classes, but such 
details would only demonstrate this unmistakable fact: All of these 

carriers must have new equipment in order to meet competition, 
provide a continuously improving public service, and reduce subsidy. 
None of them have had earnings records and a background of stability 
sufficient to insure easy financing. The bills before the committee 
will help solve this problem. 

H. R. 5822 would amend the Civil Aeronautics Act to permit sub- 
sidized air carriers to retain gains from the sale of aircraft, providing 
that those gains are reinv ested in similar assets. To obtain the bene- 
fits of this bill, an airline would have to satisfy a number of strict 
conditions. 

In the first place, the carrier would, of course, have to realize a 
gain on the sale of aircraft it was retiring. Thereafter, the carrier 
would have to notify the Board in writing of its intention to reinvest 
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the gain in flight equipment and would also have to submit evidence 
satisfactory to the Board that the gain had been either expended for 
that purpose or deposited in a special reequipment fund. 

If the money is cert in such a fund, the airline would have to 
demonstrate to the Board that it subsequently used the money for 
the purchase of flight equipment or to pay off obligations contracted 
for such purposes. Amounts deposited in the special fund must be 
reinvested in flight equipment within such time limits as the Board 
may prescribe, and may not be considered as part of the carrier’s 
“used and useful investment,” for mail rate purposes, until so ex- 
pended. 

H. R. 5822 deals much more strictly with the carriers than the 
so-calied capital gains bill reported by this committee during the 
second session of the last Congress (H. R. 8902). 

The reasons for this bill are as follows: The Civil Aeronautics 
Board has evinced an intention to reduce any subsidy a carrier is 
entitled to receive by the amount of any capital gains realized from 
a sale of flight equipment or any other property. We are convinced 
that this policy is destructive and will severely impair the ability of 
these carriers to achieve the objectives of improved public service 
and reduction of subsidy, which we believe to be in the national in- 
terest. Our reasons for this conclusion are as follows: 

1. The potential capital gains which many of the carriers now have 
in their flight equipment constitute virtually the only equity in the 
company. Before financing on any extensive scale can be achieved, 
there must be an equity base on which a loan can be made. 

There must be, in other words, a downpayment available before 
money can be borrowed. By confiscating these capital gains, or by 
forcing the carriers to use them to pay operating expenses, the Board 
would be requiring the carrier to eat up its equity base. It is esti- 
mated that there may be available among the carriers covered by this 
legislation approximately $67 million worth of capital gains during 
the 5-year period ending in 1960. 

The ordinary and usual rule-of-thumb employed by lending insti- 
tutions is that they will lend up to 75 percent of the book value of new 
aircraft. Hence, if an air carrier is able to make a downpayment out 
of equity or other subordinate money on the order of $1 million on 
an aircraft priced at $4 million, it can borrow the remaining $3 million, 
assuming it can service the debt. 

Therefore, every dollar of equity funds taken away from a carrier 
means that it is actually deprived of $4 of financing ability which 
could be applied to the purchase of aircraft. Thus, the availability 
of the $67 million of capital gains to assist the subsidized industry in 
reequipping will be of tremendous importance, since it will make avail- 
able to the industry approximately $270 million of borrowed capital. 

2. A policy which requires a carrier to utilize its capital gains to pay 
operating expenses is discriminatory against that carrier. In all 
other business enterprises, regulated and unregulated, subsidized or 
not, capital gains are the property of the enterprise realizing them. In 
regulated industries, where prices are fixed by regulatory agencies on 
the basis of cost, capital gains are never considered in determining 
whether the utility is earning the proper level of profits. 
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In other words, utilities are not required to give their capital gains 
to the consumers of their services. In the only other subsidized enter- 
prise where this issue has arisen, the subsidized merchant marine, the 
Congress has specifically passed upon the question as to whether capi- 
tal gains in that field are the property of the Government or of the 
steamship company. 

In the Merchant Marine Act, the Congress specifically forbade the 
Maritime Commission to take into account capital gains in determin- 
ing the proper level of profits for recapture purposes. It is anomal- 
ous that the subsidized air carriers should be singled out as the only 
United States industry to be prohibited from reinvesting their capital 
gains for reequipment purposes. 

3. Inflation has been ramapant for many years. It is that economic 
factor which has resulted in large part in the high price of used air- 
planes. It surely has resulted in the high price of the replacement 
airplanes needed by the industry. Since the capacity of a business 
under such conditions cannot be replaced with the reserve set aside 
through depreciation for its replacement, the necessary effect is 
gradually to erode the capital of any company. Business generally 
is permitted to prevent in part this erosion through using its capital 
gains, born of the same inflation which made depreciation of the assets 
inadequate for self-replacement. Subsidized airlines, however, 
would be denied this prerogative and thus be made to suffer the 
erosion of their productive capacity with no way of protecting them- 
selves. 

In recognizing the soundness of these reasons, this committee re- 
ported a bill similar to the instant bill, though not so restricted in its 
terms. The events which have taken place since the committee last 
considered the problem have not detracted in the slightest from the 
need for the legislation. On the contrary, as time passes and the fi- 
nancial problems of the industry become more acute, the need for the 
legislation becomes even clearer. 

Now let me turn to the guaranteed loan legislation. H. R. 7993, 
also introduced by the chairman of this committee, would provide 
for Federal guaranty of private loans to local service air carriers 
and to air carriers operating within Hawaii or Alaska, or between 
Alaska and adjacent Canadian territory, for the purchase of air- 
craft and spare parts. ‘This bill, which finds a precedent in the Mer- 
chant Marine Act of 1936, would authorize the Civil Aeronautics 
Board, for a period of 5 years after the enactment of the measure, 
upon a finding that an air carrier would be unable, without Federal 
guaranty, to borrow necessary funds for the purchase of aircraft on 
reasonable terms, to guarantee loans for that purpose. The loan 
would be subject to certain requirements. The total face amount 
of any such loan may not exceed $5 million; it may not exceed 90 
percent of the purchase price of the aircraft; the term of the loan 
may not exceed 10 years; and the portion guaranteed by the Civil 
Aeronautics Board may not exceed 90 percent of the loan. 

It is further to assist these small airlines that the guaranteed loan 
bill has been offered in addition to the capital gains bill. For even 
if the capital gains bill is passed, enabling the subsidized carriers 
to reinvest their capital gains from the sale of flight equipment, 
there will remain a large number of the smaller carriers, both sub- 
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sidized and nonsubsidized, who lack the necessary ability to finance 
their reequipment in the industry wide equipment revolution. They 
have little or no earnings which they might retain to provide capital. 
Their stock is not readily marketable and their borrowing power is 
limited or nonexistent. As I have mentioned in the case of the sub- 
sidized carriers, even if permitted to reinvest their capital gains, 
they would still be far short of the financial requirement for re- 
equipping themselves. 

The guaranteed loan bill offers needed assistance to a large class 
of smaller carriers over and above that provided by the capital gains 
bill. It is not duplicative of nor mutually exclusive of the capital 
gains bill but rather supplements its benefits for certain classes of 
carriers, much as a third bill—the equipment trust financing bill 
before the Judiciary Committee—introduced by Mr. Flynt, a mem- 
ber of this committee—which would appear to meet the special re- 
quirements of some carriers 

By helping to close the remaining gap in their financial require- 
ments for reequipment, the guaranteed loan bill provides an addi- 
tional means of enabling these carriers to improve their service to 
the public and reduce their subsidy requirements. 

We would hope that the committee will give consideration to these 
bills and secure their enactment at this session of Congress, because 
the need for this type of legislation is urgent. The carriers, par- 
ticularly the smaller ones, cannot make equipment commitments in 
the absence of this legislation. With each day of delay in ordering 
new and modern equipment, they lag further behind in the com- 
petitive march of progress. 

This committee is familiar with the long lead times involved in 
the acquisition of new airplanes. In the case of carriers desiring 
to secure the development of aircraft not yet in prototype, an even 
longer time will elapse between the placing of an order and the final 
delivery of equipment. During this long period, these carriers must 
continue to operate with obsolete airplanes and will be prevented 
from achieving the objective which all of them desire—that of pro- 
viding a better public service and of reducing the subsidy granted 
to them by the Federal Government. 

It is timely and appropriate for Congress to enact legislation which 
will afford this opportunity to the air carriers concerned and to the 
public. 

Thank you, Mr. Chairman. 

The Cuatrman. Thank you, Mr. Tipton. 

Are there any questions? 

Mr. Friedel. 

Mr. Frrever. Mr. Chairman. 

The Cuarrman. Mr. Friedel. 

Mr. Frrepev. Mr. Chairman, we considered a bill similar to H. R. 
5822 last year. At that time the proponents of the bill stated that it 
would be practically impossible for the small airlines to buy new 
equipment unless they ree eived permanent certification. They also 
told us they need capital gains to help them invest in new equipment. 

Now, this bill, H. R. 7933, contains an additional request for help in 
financing new planes. This is a different explanation from the one we 
received last year when we were told that if the Congress would grant 
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these feeder lines permanent certification, they would be in a position 
to obtain their own financing from their banks and other lending in- 
stitutions. 


Is there any provision in this bill that the airlines must try the 
banks first for their financing ? 

Mr. Treron. Yes, sir; the bill provides that the Board may not 
guarantee a loan until it is satisfied that the carrier cannot finance 
through outside, through private sources, on reasonable terms. That 
is specific ally set forth in the guaranty of loans. 

Mr. Friever. Mr. Chairman, if I may, I would like to ask Mr. Tip- 
ton one more question which I think is important but has nothing to 
do with these bills. 

I would like to know whether your association is opposed to using 
F riendship as a coterminal with Washington National Airport? 

Mr. Treron. To answer that 

Mr. Frrepet. And if so, why ? 

Mr. Treron. I can answer that question very briefly, sir. 

We are opposed to it. 

Our reason is that we do not believe it would provide a good public 
service, because Friendship is too far away from Washington. 

Mr. Frrevev. How far are the airports from the midcity of Chi- 
cago—the new airport—they have two airports there, I believe. 

Mr. Treron. O’Hare is quite a distance. It is much too far. The 
problem has been presented to the Congress and it is a question of 
choice between the Burke Airport, which has been endorsed by the 
Department of Commerce and Friendship. 

Now, we are building a new airport, or the issue is whether we 
should, and the question is, Should we get one which is conveniently 
located, or one which is not conveniently located ? 

We did not have that issue in Chicago. We had been offered an 
opportunity to choose an airport closer i in to the center of Chicago, 
I am quite sure we would have recommended that. Washington has 
an eee here to establish an airport at a site which 1s useful 
and convenient, to develop the airport needs for the city of Wash- 
ington. 

Since they have that opportunity, it has seemed to us that the best 
possible site should be picked, and over 7 or 8 years, the conclusion has 
alw at come bac k, from the experts, the best possible site is Burke. 

The Cuatrman. Let me say to my colleague, I know how important 
that is, but that is not a question here at this time, and we are limited 
as to time. We will have a full-scale hearing on that issue one of 
these days. 

Mr. Frrevet. Thank you. 

The Cuamrman. Are there any further questions? 

Mr. Wotverron. Mr. Chairman. 

The Cuatrman. Mr. Wolverton. 

Mr. Wotverton. I would like to know if there is anyone here who 
is opposing this legislation, and if so, would it be possible to hear 
them at this time in view of the fact that some of us find it necessary 
to leave probably before the conclusion of the hearings today. And 
I would like to hear the opposition, if there is any. 

The Cramman. Well, may we give an opportunity first for ques- 
tioning, if there are any questions? 
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Mr. Wotverton. Oh, yes. 

I mean after Mr. Tipton has finished. 

I just want to say that I am in very sympathetic accord with my 
friend from Baltimore. I will let it go at that for the time being. 

Mr. Frrepex. Thank you. 

The Cuamman. Mr. Younger. 

Mr. Younger. Mr. Tipton, is my memory correct that about 3 years 
ago there was legislation introduced to have the Government con- 
tribute to the development of a prototype plane to replace the DC-3, 
and if my recollection is correct, the industry was very positive that 
a satisfactory plane could not be developed unless the Government 
did step in and subsidize the development of the prototype? 

They did not do that. Now you come along and say that we do have 
a successful plane developed. 

What is the explanation of that? 

Mr. Treron. The explanation is this—and I do recall the considera- 
tion of the prototype legislation by your committee and the correspond- 
ing committee in the other body. 

As a matter of fact, periodically, ever since the war there has been 
an attempt to accomplish two things: The development of a jet trans- 
port and the development of a satisfactory local jet service airplane. 

And you are quite right, and we said that, as I recall, not that it 
could not ever be produced but we needed it in order to expedite its 
development, needed that legislation, but we could never convince the 
Congress that that was good legislation. 

Now, 10 years have passed and we have gotten a good jet transport 
developed, and many of our local-service carriers have found a good 
local-service airplane. 

Now, that proves from my guess that if you wait long enough, the 
development will come. 

What we were trying to do was to speed them up, and the Congress, 
exercising judgment possibly or probably superior to ours, said, “No. 
Let us not dothat. Let us let private iocuies do it,” and they did do 
it, and they did develop it. 

Mr. Youncer. I want to ask the same question that Mr. Friedel 
did, because I remember very distinctly the questions and the argu- 
ments about the certificates, because they said if we would grant the 
feeder lines permanent certificates, that they would then be in a posi- 
tion to handle themselves without further ado. 

And that did not seem to work out. 

Mr. Treron. Well, on that, it has seemed to me that the prograin 
which the Congress has followed here is one which has been in a series 
of steps. 

It is perfectly plain that if the Congress had not passed the perma- 
nent certification legislation for the group of air carriers about which 
we are talking, that there would not be anything that could help them 
really, even with the greatest assurance on the part of Congress. That 
was the necessary condition precedent to them going any place. That 
is one step that had to be taken. 

Now, we have pending before the Congress these three bills which 
are all of a package in attempting to take the further steps in meet- 
ing this final problem—the capital gains, the guaranty loan bill, and 
Mr. Flynt’s equipment-trust legislation—which is pending before an- 
other committee. 
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That is a package which is designed to aid these carriers in financing. 

Now, I would not sit here and tell this committee right now that the 
enactment of all three of those bills would solve the total financial 
problem of the small carriers. 

I will say this—and have said this—that it will be a help, but their 
financing problem is a tough one. But it is one that has to be solved. 

Now, in our judgment, this legislation will go far in helping them, 
and that is all we can say. 

We know that without this legislation we will be in great difficulty. 
With this legislation we will be greatly helped. 

But I would not say to the committee that all of the industry’s prob- 
lems would be solved by these bills. I would hope that these solutions 
may be provided. 

By the way, one of my associates, Mr. Younger, just pointed out 
to me something that I should point out in response to your earlier 
question : That when we came and asked you to authorize the expendi- 
ture of money upon the development of a prototype plane, my asso- 
ciate points out that the local service plane that has received the most 
attention from the local service airlines is a foreign-built airplane. It 
is not American built. I think I should add that, because I think it 
is important in considering that answer. 

Mr. Youncer. You made one statement to the effect that if these 
laws were passed, even that would not, or you could not guarantee that 
such action would solve that problem. 

Would you make the statement that if these laws were not passed, 
that all of the short lines would have to go into bankruptcy ? 

Mr. Tipron. No; I would not say they would have to go into bank- 
ruptcy. This is the situation I think: If these laws are not passed, 
tremendous obstacles will be in their way to financing equities in equip- 
ment. I really do not know how they can do it at all. 

Now, the net effect of that would be this: They would be stuck on 
dead center right where they are now. They are receiving operating 
subsidies, some of them, as a matter of fact. Probably that subsidy 
would continue and thus they would continue to operate and not go into 
bankruptcy or shut down, but they could not take a single step forward. 
They could not take a single step forward in eliminating the subsidy 
and becoming self-sufficient. That is our situation really. 

Mr. Youncer. That is all. 

The CuarrMan. Mr. Tipton, in just what respect is this bill, H. R. 
5822, more restrictive than the bill we had in the last Congress, 
H. R. 8902? 

Mr. Treron. In a number of respects, Mr. Chairman. 

Last year’s bill covered capital gains resulting from the sale not 
only of flight equipment, but also for other depreciable property. 

This bill covers only flight equipment. 

The second change is that when a gain is made, at that point, the 
carrier making the gain must notify the Board in writing, that it has 
been made and at that time. That is one amendment. 

The third, an important amendment, is that the funds must be cov- 
ered into a so-called reequipment fund and held there for payment 
either on account of the purchase price of airplanes, or retirement of 
debt incurred for their purchase. 
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The fourth is that the amount of the capital gain in the fund may 
not. be considered by the Board in determining the amount of used 
and useful investment of the carrier, on the basis of which the rate 
of return is made. 

Those are the four changes. 

Now, have I covered that ? 

The Cuarrman. I observe here in section 2 of the bill, that it will 
apply to all capital gains realized on and after January 1, 1956. 

How can those things that have already occurred be applied to 
this strict language here? 

Mr. Tipton. If the capital gain has been made since the date you 
mention, then of course it w ould be impossible for the carrier to give 
the notice referred to in this bill, and it appears to me that some 
amendment would have to be made there to exempt such funds from 
the notice; but as far as placing it in the fund is concerned, that can 
be done on the effective date of this act, and the other conditions can 
be met. 

The Cuamrman. What is the reasoning behind the retroactive fea- 
tures of this? 

Mr. Tipron. The reasoning is this, that the reequipment program 
to which this bill is related has been in effect for many of both large 
and small carriers covered by the bill since that time or earlier than 
that time. So that the policy being a good one in our opinion, to 
prevent the confiscation of these capital gains, it is as good with re- 
spect to the gains made after that date, after January 1, 1956, as it 
would be after any other stated date. 

The Cuamman. Would it affect any proceeding presently before 
the Board ? 

Mr. Tieton. The entire bill deals with the question of policy which 
is before the Board in a proceeding. 

The Civil Aeronautics Board has before it the question involving 
the treatment of capital gains from the sale of equipment and this 
issue in that proceeding is whether the carrier should be permitted 
to retain these gains or should not. Consequently, the Congress, in 
passing upon this question of policy, will, if it passes the bill, decide 
that issue. And, in my opinion, it is a policy question of such con- 
sequence as to justify the Congress in passing upon it. 

The Cuarrman. As I recall from the information developed in the 
last Congress, the Board has previously announced a policy decision 
in which the capital ¢ gains realized would be deducted from the sub- 
sidy payments. 

Mr. Tieton. That history is briefly this: For quite some time the 
Civil Aeronautics Board has been in effect confiscating capital gains 
made by the carriers during what are called open rate a An 
open rate period is a period during which the carrier’s rate is under 
consideration by the Board. 

About 18 months ago the Board announced in a decision that they 
would consider expanding that policy to include the taking of capital 

gains even when a carrier is on a final rate. In other words, where 
the Board does not have its rate under consideration. So that they 
have stated that policy and very shortly thereafter they started a 
proceeding to investigate that question of policy and how to do it: 
how to take away these gains. 








AIRCRAFT EQUIPMENT LOANS 17 


We believe strongly that in view of our active situation so far as 
financing is concerned, and its destructive character of adopting a 
policy which requires the carriers to use those gains for operating 
expenses, that this is worthy of consideration by the C ongress. 

The Cuarrman. Now, one final question. Do you think that the 
restrictive provisions of this bill, over the bill which we had last year, 
will remove substantially the opposition we had at that time? 

Mr. Trpron. I believe it will, Mr. Chairman. It has seemed to me 
that by introducing provisions which virtually freeze this money and 
so clearly requires the carrier or provides they must put in new equip- 
ment, that the opposition encountered last year would have no solid 
ground to stand on. Of course, I could not ever anticipate what 
somebody would have—what reason somebody would have for propos- 

ng the bill, but it seems to me that no solid ground remains to oppose 
this bill on. It is so clearly written that the carriers, if they make a 
capital gain, can put the gain into new equipment. It is so clearly 
in the public interest that it be done, that opposition seems to me not 
justified. 

Mr. Fiynvr. Will you yield, Mr. Chairman? 

The Cyarrman. Yes. 

Mr. Fiynvr. Mr. Tipton, I am sure you recall last year, as I recall, 
that we had some opposition to this legislation on the day the House 
considered it from some rather unexpected sources. Without re- 
ferring to any names at all, I want to refresh your memory, if I may, 
and for the record, that there were certain members who all of us 
had expected, because of their geographic location and the fact that 
some, certainly, of these people came from areas represented by these 
members where they were served by only what we called local service 
or feeder-type airlines. 

And, as I tried to explain and as many of us tried to explain the 
merits of this bill, on the floor, and in private conversations with these 
members who had appeared to be in opposition, we found that some 
of the airlines which would have been affected very favorably by this 
legislation—and by “favorably” I want to say I agree with you on 
what you s aid a few moments ago, that it was not only favorable to 
them, but it is also in the public interest—but the executives of the 
airlines serving these particular districts have either expressed indif- 
ference or opposit ion to this bill. 

As a result, of course, we failed to have support from certain places 
that we thought we were entitled to have it and where we certainly 
thought we would have it. 

Is the industry, the airline industry, the trunklines, and local service 
lines any more nearly in agreement now than they were last year? 

Mr. Treron. Yes: I think they are. So far as the industry is con- 
cerned, the policy of the transport association is fixed by the board of 
directors of the Air Transport Association. 

I would be very glad to list the board of directors of the Air Trans- 
port Association in my testimony at this time. 

(The list follows:) 

Arr TRANSPORT ASSOCIATION OF AMERICA, BOARD OF DIRECTORS 
C. M. Belinn, Los Angeles Airways, Inc. 


Nick Bez, West Coast Airlines, Inc. 
J. H, Carmichael, Capital Airlines, Inc. 
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Hal N. Carr, North Central Airlines, Inc. 

W. A. Patterson, United Air Lines, Inc. 

W. L. Pierson, Trans World Airlines, Inc. 

R,. W. Prescott, Flying Tiger Line, Inc. 

B. V. Rickenbacker, Eastern Air Lines, Inc. 

Robert F’. Six, Continental Air Lines, Inc. 

C. R. Smith, American Airlines, Inc. 

Juan T. Trippe, Pan American World Airways, Inc. 
C. E. Woolman, Delta Air Lines, Inc. 

Mr. Tipron. The legislation has been endorsed by the board of 
directors, and I am led to believe that there is no opposition in the 
industry. 

Now, I take it you understand, Mr. Flynt, and Mr. Chairman, 
that I represent an association made up of 49 carriers, all of whom 
have a perfect right—and some tendency—to make up their own in- 
dividual opinions, and consequently I will have to hedge my answer 
by saying that. 

Mr. Frynr. I understand that fully. And I also, for the record, 
would like to clear this up. 

You just stated you are president of an association composed of 
49 airlines. 

Mr. Tieton. Yes, sir. 

Mr. Fiynv. Is it true that when the board of directors of the airline 
association—and of course you would like for the entire membership 
to be unanimous on anything—but when the board of the associa ation 

takes action, they take action either for or against it. 

Mr. Tipton. That is right. 

Mr. Fryntr. And when the board of directors decides on something, 
in some instances, even though the board may be unanimous, there 
may be widespread dissent among the membership, and you take what 
we might call a mutual course “and neither oppose nor support it 
officially. Is that correct? 

Mr. Tipton. That is quite correct. 

Our board of directors is made up of a cross section of the industry. 

Mr. Frynrt. But at this time, am I correct in assuming that the Air 
Transport Association, Inc., wholeheartedly supports this legislation 
at this time? 

Mr. Tieton. That is correct. 

Mr. Fiynt. So far as you know. 

Mr. Trpron. That is right. 

Mr. Fiynt. Mr. Tipton, I want to make an observation. 

T think this bill is superior to the bill that was before us last year. 

You may recall that I was very strong in my support of it then and 
Tam equally strong in my support of this bill. I think this bill has 
been improved vastly over last year’s bill, by removing from it the pro- 
visions recited here in the capital gains realized, both of which are 
indirectly and even very remotely ‘connected with the air -transport 
business. 

I think that that is a strengthening factor in this legislation as it 
is now written, and I am glad to hear you say that that meets with the 
approval of your association. 

Mr. Treton. I should point out, Mr. Flynt, on that, it does meet the 
approval of our association—these new restrictions that are imposed- 
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but I should point out that some of this restriction came awfully 
hard—for example, by removing hangars, and that sort of thing. 
Also our Alaskan carriers were hurt by other provisions and others 
were hurt. 

But, this bill is so important and the principles of it are so im- 
portant that many carriers had to concede a good bit. 

The CHamman. Thank you very much, Mr. Tipton. We are very 
glad to have had your statement this morning. 

Mr. WotvertTon. May I ask one question? 

The CuHarrman. Yes, Mr. Wolverton. 

Mr. Wotverton. With reference to the capital-gains feature you 
have testified to. Is there anything different in principle from that 
policy which has been adopted by the Congress that enables the 
owner of a residential property who sells at an increased price over 
what he paid for it to put it into a new property without regard to 
the gain from the standpoint of income ? 

Mr. Treron. I see no difference in principle, Mr. Wolverton. Of 
course this bill has nothing to do with taxes. We pay our capital 
gains taxes on the capital gains. 

Mr. Wotvertron. Even though you put it into new equipment? 

Mr. Treron. That is right. And, we will pay the taxes. 

This bill does not have any relationship to taxes, but the prine iple 
is analogous and it is, of course, exactly the same as any business is 
permitted to do, when they make a capital gain, they can do with 
it as they please, after they have paid taxes on it. 

All we are asking to be able to do—we are not asking to be able to 
do as we please, like any other industries do. We are asking if we 
can keep it if we will put it in new equipment, which will be de- 
voted to the public service. 

Mr. Wo verron. That is all. 

The Cuatrman. Mr. Tipton, we thank you very much. 

Mr. Treron. Thank you, Mr. Chairman and members of the com- 
mittee. 

(The following letter was later received from Mr. Tipton:) 


AtR TRANSPORT ASSOCIATION, 
Washington, D. C., July 26, 1957 
Hon. OREN Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 


Deak CONGRESSMAN Harris: During the course of my testimony before your 
committee on H. R. 5822, the so-called capital-gains bill, an inquiry was made 
of me concerning the requirements imposed upon the air carriers to notify the 
Board concerning its intention to reinvest the gains in flight equipment. 

The question resolved around whether this requirement could be met with 
respect to gains realized after January 1, 1956, and prior to the adoption of this 
act. A careful examination of the language of this section of the bill con- 
vinces me that no problem is presented in this regard. 

For example, if a carrier has in fact expended a capital gains realized during 
this period, it has only to advise the Board in writing in order to avail itself 
of the provisions of the act. If it has not expended funds but does have plans 
for procuring equipment with those funds, the act requires simply that it ad- 
vise the Board in writing of those plans. 

I do not feel, therefore, that any clarifying language is needed. 

Sincerely, 


S. G. Tretron. 
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STATEMENT OF JOSEPH P. ADAMS, GENERAL COUNSEL, ASSOCIA- 
TION OF LOCAL AND TERRITORIAL AIRLINES, WASHINGTON, 
D. C. 


The Cuatrman. Mr. Joseph P. Adams, general counsel, Associa- 
tion of Local and Territorial Airlines will be the next witness. 

Colonel Adams is well known to this committee, having served on 
the Civil Aeronautics Board for so many years and distinguished him- 
self in that capacity. 

Mr. Adams, we are very glad to have you back before the committee, 
even though you are appearing in a different capacity now. 

Mr. Apams. Chairman Harris and distinguished members of the 
Subcommittee on Transportation and Commerce of the House Inter- 
state and Foreign Commerce Committee, it is a great pleasure on my 
part to once again enjoy the privilege of appearing before your 
committee on the subject of aviation, its development and significance 
in the American economy. 

In reference to the statements that were made by the chairman and 
the desire of your committee to save time, I would like to say that 
while I specifically appear as general counsel for the Association of 
Local and Territorial Airlines, the members of which are named at the 
bottom of the statement, several of those members have flown all night 
to be here, and as compared to a Washington, D. C., attorney, I would 
have to call them live ones, and I think it is more important that you 
hear from these people who have come here from across the country 
to testify on H. R. 7993 and capital gains legislation than it is for 
myself to take the time that was planned for this statement. 

So, if my statement may be submitted for the record, I would like 
to take maybe 5 minutes to summarize it and in that way leave more 
time for the outside, out-of-town witnesses. 

The Cuatrman. That is very fine. And, without any objection, 
your full statement will be inserted in the record at this time. 

Mr. Apams. Thank you, sir. 

First, Mr. Chairman, I place great emphasis on the fact that H. R. 

7993 is proposed by the Civil Aeronautics Board in the exercise and 
perfor mance of its powers and duties. 

Gentlemen, because of your words contained in the policy statement 
of the Civil Aeronautics Act, I think it can appropriately be just 
mentioned at this time. 

You Members of Congress have said to the Civil Aeronautics Board 
that they are to do everything in their power for the encouragement 
and development of air tr ansport ation— 
air-transportation system properly adapted to the present and future needs of 
the foreign and domestic commerce of the United States, of the postal service, 
and of the national defense. 


Now, those are your words, gentlemen, and the Civil Aeronautics 
Act, I believe, has met the test of time. It has been one of the most 
constructive, one of the most farseeing, one of the most important 
pieces of legislation that we have witnessed in our commercial life 
in this country. Look what it has done for American airlines. There 
is no peer to American airlines or the American airlines system any- 
place in the world. 
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Now, with that statement, when the Board censured this legislation 

said that this local service carrier will not be able to acquire these new 
aircrafts without some system such as is proposed by H. R. 7993. 

Now, I would like to just touch on one point and that is, gentlemen, 
that H. R. 7993 is applicable to 21 airlines, both local service and ter- 
ritorial. 

Further, I would like to call to this committee’s attention the fact 
that the average number of employees of the 21 affected airlines is 428. 
These local service and territorial airlines are, by any concept, prop- 
erly regarded as small business. 

The Civil Aeronautics Board is an arm of Congress and has, and is, 
through its continual support to the local service and territorial air- 
lines, giving day-to-day Government support to small business. 

I know of no other independent agency or commission serving as 
an arm of Congress that has been as diligent in its protection of small 
business as the Civil Aeronautics Board, and their proposal and 
espousal of H. R. 7993 is a further indication of that. 

Now, gentlemen, I, in this statement, point out that the relationship 
of your committee and your interest in the commerce of the United 
States, the posal service, the national defense, and how it is related 
to this bill. 

I would like to call to your attention something that you are aware 
of, I am sure, in your broader interest of the national policy of plant 
dispersal that followed the Korean crisis. 

Today, these 13 regional short-haul air-transportation companies 
provide service to 458 towns and cities, some 261 of which are served 
exclusively by these small-business airlines. 

So, I say, gentlemen, truly the impact of the proposed legislation, 
H. R. 7993 will be significant in encouraging and developing the do- 
mestic commerce of the United States. 

My second point relates to the postal service. I think it is very 
illuminating. 

Postmaster General Summerfield said : 

Basically the post office can no longer rely, to the extent that it once could, 
on the railroads of the country for carrying the mails between post offices. To- 
day there are only 2,600 mail-carrying trains in contrast to more than 10,000 
a quarter of a century ago. Today, 70 percent of our post offices cannot be 
reached directly by train connections. 

So, I conclude, gentlemen, that insofar as the postal service is con- 
cerned, H. R. 7993 is needed, urgently, for the new aircraft to a 
this service. 

The third phase of it is national defense, and, gentlemen, most. of 
you have appeared before the CAB or appeared after the time that 
we had the question up of the local-service certificates. 

You are aware of its importance in connection with the national 
defense. You are aware of the fact that time and again the Depart- 
ment of Defense has not only sent witnesses, but has sent representa- 
tives to the oral arguments made before the CAB urging the recertifi- 
cation of these small-business airlines which serve peacetime canton- 
ments, military supply centers throughout the width and breadth of 
the Nation. 

I doubt if there is a State that does not have a half dozen military 
training installations of some kind or another. 
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So, the necessity for these airlines, and local carriers, to have new 
aircraft carry out this defense effort, both in time of peace and in 
time of war, I am sure is apparent to all. 

Today the subsidy is approximately $30 million for the combined 
local service and Territorial airlines. 

Gentlemen, I say to you that with the present DC-3 type of air- 
craft, there can be little or no hope of a reduction in that subsidy 
requirement. 

I have appended to my statement an appendix which was prepared 
for the conference of local airlines by Gotch & Crawford, airline con- 
sultants. I will not touch upon that except to say that this study prop- 
erly and conclusively indicates that no hope can be held out for a re- 
duction of subsidy with the continued operation of the DC-3. 

They have that very simply indicated in the chart here that shows 
the cost of operation of the DC—3 to be $1.07 a mile for the DC air- 
craft and taking the revenue ceiling that is contemplated from any 
source is 86 cents, and the present revenue is 59 cents. 

So even if all of the local service carriers and Alaskan carriers 
reach the unattainable ceiling, they still would be faced with head-on 
collision with this mountain of break-even need. 

I think that is enough of that and I have already taken more than 
5 minutes which I promised, but I would like to touch on 1 or 2 more 
points. 

The first is that one or more members have asked for the relationship 
to other legislation and its policy. 

I would like to call your attention to the fact that we have, Congress 
in this committee, has enacted in 1936 the Federal Ship Mortgage In- 
surance Act. That created a Federal ship mortgage and insurance 
fund which has been used by the Maritime Commission. That has 
been a terrific success, gentlemen, and today there are active 15 mort- 
gage insurance contracts, covering $100 million for the construction 
of merchant ships. 

Now that act insures these contracts 100 percent—it is 87 percent. 
It is relatively complicated. But, it amounts to relatively the same 
thing as the bill before you. 

That bill has been a success and has not cost the Federal Govern- 
ment 1 dime. 

In other words, they have all paid out and I predict that the con- 
tract insurance by the CAB under H. R. 7993 will not cost the Federal 
Government 1 dime. 

And so I would like to also touch on the fact that the United States 
Import-Export—the Export-Import Bank of Washington has with- 
in the past few years loaned $114 million to assist such airlines as 
Varig, which is a Brazilian airline, and all of these loans have been to 
carriers under the export-import regulations to publish their new 
equipment. 

Now, none of these loans are available to domestic carriers, for 
probably proper reasons. 

I only state this to show the extent these other carriers have had as- 
sistance in financing their equipment, and that is the problem here 
today. 

Now, gentlemen, in the individual statements of the presidents of 
some of these local service airlines, they have for you letters from 
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bankers in which the bankers have stated categorically that without 
the aid proposed in H. R. 7993 they will not have an interest in loan- 
ing money for the purchase of new equipment. 

More than 6 years passed, by reason of my Government service, 
I have been insulated from any daily personal contact with banking 
and condition of the credit market, and believing that the committee 
would be best served by following the general policy of the best evi- 
dence, I am pleased to recommend to you the representatives of the 
local service and Territorial airlines, who are present here today to 
testify in support of H. R. 7993. 

It is my belief, and I so state, that these individuals, through de- 
tailed accounting of the trials and tribulations that they have suffered 
in today’s money market in negotiating loans for the purchase of new 
aircraft, ‘will convince you not only of the need but the urgency of 
the passage of H. R. 7993 

The Cuatrman. Before you call on other speakers, there might be 
a few questions. 

Mr. Flynt. 

Mr. Frynvr. Mr. Chairman, in an effort to hear as many of these 
out-of-town witnesses as we can, I am willing to defer my questions, 
even though I do have some to ask later. Colonel Adams, you will be 
here ? 

Mr. Apams. I will be available for the full 2 days of the hear- 
ings. 

Mr. Fryyv. I will defer my questions, Mr. Chairman. 

The Cruarrman. Mr. O’Hara. 

Mr. O’Hara. Just one question of Colonel Adams. 

What do you have in mind for replacement of aircraft, for the old 
DC-3% Just briefly tell me what the local airlines have in mind? 

Mr. Apams. There are other gentlemen present in the room, presi- 
dents of airlines, who can answer that question better than I. 

Mr. O'Hara. Very well. 

Mr. Apams. But, roughly, they have ordered approximately 40 
planes known as the F-2, which is called the Friendship, which is, 
us Mr. Tipton mentioned, developed in the foreign field, but is to be 
manufactured domestically by the Fairchild Engine & Aircraft Co. 

Then, there is another plane projected, which has been circulated to 
all in the industry. It is called the Safari airplane and is manufac- 
tured by the Fryat Aircraft Corp. 

Now, that pl: ine is in the prospectus state, but it has considerable 
engineering work to be done on it yet. 

Douglas Aircraft Co. have indicated, in general, that it is going 
to propose to construct some type of a smaller aircraft, but I have no 
information on that. 

Mr. O'FL srA. Thank you. 

Mr. Sprincer. Mr. Chairman. 

The Cc HAIRMAN. Mr. Springer. 

Mr. Sperincer. I have 2 or 3 questions, Mr. Adams. 

Have you made any statement as to what kind of appropriation the 

‘AB would have to ask for under H. R. 7993 ? 

Mr. Apams. It is my understanding that they would ask for no 
appropriations. 
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I believe the last paragraph in the bill states that normal adminis- 
trative costs would be included in their operating budget, and I would 
assume that when and if there is a loss under this bill they would 
ask for an appropriation from Congress; but this is not a money bill 
in the sense that the CAB or the Government is not going to loan 
the money. It is an insurance proposition. So there would be no 
need for an appropriation of funds until such time as possibly one 
of these loans comes in default and the Government is called on to 
make it good. 

Mr. Sprincer. Now, as I understand it, there have been changes 
from the bill of last year. Under the bill last year you took credit for 
capital gains. 

Mr. Frrepet (presiding). I believe that has been answered. 

Mr. Sprincer. I am trying to get at the difference between this 
and the legislation last year; 5822 was last year’s bill. 

Now, in last year’s bill 

Mr. Apams. I do not believe that I am best qualified to answer 
that. 

Mr. Spxrncer. Let me ask if you are familiar with this. 

Mr. Frrevet. Mr. Tipton explained the difference between this 
bill and last year’s bill. It is in the record. 

Mr. Fiynt. Will you yield, Mr. Springer ? 

Mr. Sprincsr. Yes. 

Mr. Fiynt. Colonel Adams, have you directed your remarks to 
the language in H. R. 5822? 

Mr. Apams. No, I have not, but I am prepared to. 

Mr. Friynt. All right. 

Mr. Apvams. Each of the members of the association are going to 
speak for the passage of 5822 and for the record I wish to state that 
the Association of Local and Territorial Airlines has by duly adopted 
resolution supported the passage of H. R. 5822. 

Mr. Sprtncer. You are only taking credit for 5822? 

Mr. Apams. I beg your pardon? 

Mr. Sprrncer. You are only taking credit for your compensation 
in the transportation of mails, is that right, before the CA B—only 
costs—they should take only compensation for mails into considera- 
tion? That is the only thing you are asking for under this bill; is 
that correct? 

Mr. Apams. Well, I do not understand. 

Mr. Sprrncer. We have the CAB. 

Mr. Apams (interposing). I do not understand it that way, Con- 
gressman. 

Mr. Sprincer. Certainly Mr. Wolverton did not understand it that 
way, because I listened closely to Mr. Wolverton and I want to be 
sure that I understand what this bill does. 

Mr. Frrepet. Suppose we let Mr. Tipton answer that ? 

Mr. Sprrncer. Very well. 

Mr. Treron. The capital gains bill provides that in determining 
the need of the carrier under the subsidy provisions of the act—I 
stated it both ways—in determining the need of the carrier for sub- 
sidy purposes, the amount of subsidy the carrier is going to get, 
the Board will not deduct the amount of the capital gains that a car- 
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rier makes from the sale of flight equipment. That is the essence of 
that bill. It has many restrictions in it. 

But that is in essence what it says. 

Mr. Springer. That is in essence what it says? 

Mr. Treron. Yes. 


Mr. Apvams. The point Mr. Wolverton made was that it was not a 
tax problem. It was a matter of fixing subsidies. 

Mr. Sprincer. One further question, Mr. Adams. As I under- 
stood you, you said that the DC-3 is a dead loss at the present time? 


Mr. Apams. No, sir. I made no comment on the market value of 
the DC-3. 


Mr. Sprincer. I mean it is a dead loss so far as carrying is con- 
cerned. 

Mr. Apams. I said as an operating entity the DC-3 aircraft can- 
not reduce the subsidy. In other words, the studies, and the Commis- 
sion studies, show the DC-3 is not an economical aircraft in today’s 
price market. 

Mr. Sprincer. Your argument for this is that there is no hope of 
reducing the subsidy so long as the airmail lines operate the DC-3. 

Mr. Apams. Yes, sir; I stated that. 

Mr. Sprincer. That is all, Mr. Friedel. Thank you. 

Mr. ApAms. This concludes my statement. Thank you. 

The Cuarrman. Your prepared statement will appear in the record 
at this point. 

(Statement referred to follows :) 


STATEMENT OF JOSEPH P. ADAMS, GENERAL COUNSEL, ASSOCIATION OF LOCAL AND 
TERRITORIAL AIRLINES IN SUPPORT OF H. R. 7993 


Chairman Harris and distinguished members of the Subcommittee on Trans- 
portation and Commerce of the House Interstate and Foreign Commerce Commit- 
tee, it is a great pleasure on my part to once again enjoy the privilege of appear- 
ing before your committee on the subject of aviation, its development and signitfi- 
cance in the American economy. 

Specifically, I appear as general counsel for the Association of Local and 
Territorial Airlines * on whose behalf I urge the passage of H. R. 7993, a bill to 
provide for Government guaranty of private loans to certain air carriers for pur- 
chase of aircraft and equipment. It is not enough, in my opinion, that a wit- 
ness before your committee take a position for or against a particular piece of 
legislation, but that the witness should develop, logically, the relation of the legis- 
lation to the work of this committee and the committee’s responsibilities in 
serving as the trustees of the American passenger in promoting efficient, safe, 
and reasonably priced air transportation. 

In developing this relationship with regard to H. R. 7993, I place great em- 
phasis on the fact that this legislation was proposed by the Civil Aeronautics 
Board—an arm of Congress, an independent agency created by Congress in 
1938. Permit me at this point to refer to the declaration of policy laid down 
by Congress in the Civil Aeronautics Act and more specifically, section 2, sub- 
paragraph (a), which reads as follows: 


“DECLARATION OF POLICY 


“Sro. 2 [25 Stat. 980, 49 U. 8S. C. 402]. In the exercise and performance of 
its powers and duties under this act, the authority shall consider the following, 
among other things, as being in the public interest, and in accordance with the 
public convenience and necessity— 





1 Member carriers: Alaska Airlines, Bonanza Air Lines, Central Airlines, Frontier Air- 
lines, Lake Central Airlines, Ozark Air Lines, Reeve Aleutian Airways, Tpa Aloha Airlines, 
West Coast Airlines. 
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“(a) The encouragement and development of an air-transportation system 
properly adapted to the present and future needs of the foreign and domestic 
commerce of the United States, of the postal service, and of the national 
defense ;” 

With this statement as a premise, I reemphasize the fact that the Civil Aero- 
nautics Board, in its exercise and performance of its powers and duties, has 
proposed to this Congress the enactment of H. R. 7993, and states that it needs 
the legislation. 

The Board has made this proposal because, as it has stated to you, considering 
the paucity of the earnings of the local service the Territorial carriers in the 
past 10 years, “the cost of acquiring new modern aircraft will be so great as in 
all probability to render the aircraft nnavailable to the typical local service and 
short-haul carrier, on reasonable terms, without governmental assistance of 
some kind.” The CAB, to whem Congress has entrusted the implementations 
of its policies on civil aviation, requests the passage of H. R. 7993 as a means 
of helping these local service and Territorial airlines acquire new equipment. 

On behalf of the Association of Local and Territorial Airlines, I wish to 
express their most sincere appreciation for the farsighted, aggressive and efficient 
congressional presentation prepared by Chairman James R. Durfee of the Civil 
Aeronautics Board of the equipment financing problem that faces these small car- 
riers. Further, I should like to call to this committee’s attention the fact that 
the average number of employees of the 21 affected airlines is 428. 

These local service and Territorial airlines are, by any concept, properly 
regarded as small business. The Civil Aeronautics Board, as an arm of Congress, 
has and is, through its continued support of the local service and Territorial 
airlines, giving day-to-day governmental support to small business. I know of no 
other independent agency or. commission serving as an arm of Congress that has 
been as diligent in its protection of small businesses as the Civil Aeronautics 
Board. This bespeaks, I am sure, the continued policy of this committee and 
Congress in the development of small business. 

I should like now to refer to the statement of policy of Congress which relates 
to duties of the CAB to the encouragement and development of an air trans- 
portation system properly adapted to the future needs of the foreign and 
domestic commerce of the United States, of the postal service and of the national 
defense. First, under the phrase “foreign and domestic. commerce of the United 
States,” it is imperative that these small airlines find it possible to modernize 
their fleets to serve these public interests. 

In the performance of my duties as a member of the Civil Aeronautics Board, 
it was my privilege to hear a presentation and oral argument made to the Board 
by mayors of cities, presidents of chambers of commerce and individual business 
managers on the occasion of the renewal of certificates for local service airlines. 
Congress, in its wisdom, granted these local carriers and intra-Alaskan and 
intra-Hawaiian carriers permanent certificates. Prior to this congressional 
action it was routine for the Board to hear possibly 5 to 10 renewal cases a 
year. It was during these days of oral argument before the Board that I learned 
at first hand the significance of this local service transportation to the domestic 
commerce of these United States. 

This distinguished committee, in its broader service in the Congress of the 
United States, is aware of the national policy of plant dispersal that followed 
the Korean crisis. It is a matter of Board record, but I state in particular at 
this time, that literally hundreds of heads of business have appeared before the 
members of the CAB in local service airline cases and said that their plants 
could not have been located in such and such a city without the airmail, air 
express, and passenger service that was to be provided by the particularly named 
local service airline. 

Today, these 13 regional short-haul air transportation companies provide 
service to 458 towns and cities, some 261 of which are served exclusively by 
these small-business airlines. 

I repeat, some 261 small American cities located in most every State of the 
United States, receive air service exclusively by these small-business airlines. 
The 458 communities referred to include a population of 54 million busy 
Americans, all served by the small business local service airlines. 

Truly. the impact of the proposed legislation, H. R. 7993, wiil be significant 
in encouraging and developing the demestic commerce of the United States. 

Considering the emphasis of the policy statement of Congress on the encouraze- 
ment and development of an air transportation system properly adopted to the 
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needs of the postal service, I wish to refer to a recent speech made by Post- 
master General Arthur BE. Summerfield, before the United States Chamber of 
Commerce in Washington, D. C., on April 29, 1957, in which he said: 

“Basically, the Post Office can no longer rely, to the extent that it once could, 
on the railroads of the country for carrying the mails between post offices. 
Today there are only 2,600 mail carrying trains in contrast to more than 10,000 
a quarter of a century ago. Today 70 percent of our post offices cannot be reached 
directly by train connections. 

“Consequently, the Post Office is increasingly depending upon airlines and 
trucks te speed the delivery of the mails.” 

Today, the smal] business local service airlines are not only exclusively 
serving 261 small cities with airmail and air express, they are taking part in 
the Postmaster General’s experiment on airlifting 3-cent letters in serving 
these small cities. The aircraft modernization program which will be: made 
possible by passage of H. R. 7993 is vital to the continued service to hundreds of 
American cities not only of airmail, but mail of all categories as indicated by 
the Postmaster General. 

Truly, the congressional declaration of policy for the encouragement and devel- 
opment of an air transportation system properly adapted to the needs of the 
postal service cries out for the immediate passage of H. R. 7993 and the mod- 
ernization of the aircraft fleets. 

In passing to the third consideration of policy, national defense, I wish to call 
again upon my service with the CAB to indicate the part these small-business 
local service and Territorial airlines are playing in national defense. 

Time and again, the Department of Defene has not only sent witnesses, but 
has sent representatives, to the oral arguments made before the CAB during the 
recertification of these small-business airlines which serve peacetime canton- 
ments, military training centers, military supply centers throughout the width 
and breadth of the Nation. I call upon the distinguished members of the com- 
mittee to take judicial notice, so to speak, of the dispersal program of military 
iinstallations which followed the Korean conflict. In the event of mobilization 
or any upsurge in defense requirements, a modernization of personnel-carrying 
aircraft to be used by these small-business local service and Terrétorial airlines 
would beneficially affect the very heartbeat of the defense tempo throughout the 
land. 

Truly, the policy of Congress, in stating that our air transportation system 
and its development shall further the national defense, is being specifically and 
energetically carried out by today’s operation of these small-business local serv- 
ice and Territorial airlines. Their continued operation, however, requires mod- 
ernization of their aircraft, which can only be accomplished in most instances 
through the passage of H. R. 7993. 

In the supporting statement transmitted to the Congress with the proposed 
legislation, the CAB comments on the current subsidy of approximately $30 
million per year required by the local service and Territorial carriers affected 
by the legislation. It states that the most careful consideration should be given 
to- any development which might have the effect of reducing that obligation, and 
I quote directly as follows: 

“A serious deterrent to improvement in the financial position of the local 
service carriers and the carriers operating wholly within the Territories of 
Alaska and Hawaii has been the relatively high cost of operating types of air- 
craft which have been available for the short-haul type of service for which these 
carriers are certificated.” 

In leaving the subject of policy and opinion and taking up now the matter of 
savings in dollars and cents, I desire to place in the record and make a part of 
this statement excerpts of a study prepared for the Conference of Local Airlines 
by Gotch & Crawford,’ airline consultants. The factual dollars-and-cents exposi- 
tion made in the excerpted remarks is, in my opinion, particularly valuable to 
this committee because, so far as I know, it has the unanimous support of all 
13 local service carriers and the Territorial carriers using DC-3 equipment. 

First, the study shows that it is absolutely impossible for local-service car- 
riers to get off subsidy as long as the DC-—3 is the backbone of their equipment 
fleet. The DC-38 has costs of 107 cents per mile, yet the local-service carriers 
have only been able to generate 59 cents’ worth of revenue to cover these costs. 
In order just to break even, they would have to realize a 78-percent load factor. 





2 See appendix A. 
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This is an impossibility as a practical matter. In order to operate at a 78- 
percent load factor over their systems, these carriers would have to achieve a 
100-percent load factor over many segments to offset costs on other segments. 
Even the trunklines serving the richest markets in the country are realizing a 
load factor of only about 65 percent. 

Second, the study shows that the local-service carriers have done a remark- 
able job in keeping DC-3 operating costs low. Despite the fact that they oper- 
ate with an average flight of only 76 miles, their costs are lower than those of 
the trunklines which still use DC-3’s and use them on longer flights. 

Third, the study shows that since the DC-3 requires a 78-percent load factor 
just to break even and since the carriers are operating at very low costs today, 
“one of the most important opportunities for reduction of public subsidy to local- 
service carriers lies in a program aimed at replacing the DC-3.” ‘They con- 
clude: “The alternative is permanent continuation of public cost just to cover 
break-even needs of local carriers.” 

To this point, I have developed why, in my opinion, H. R. 7998 is a rational 
outgrowth of the demands of the policy statement as expressed by Congress 
in the Civil Aeronautics Act. Next I have developed, by means of the Gotch 
& Crawford study, the conclusive proof of why the DC-3 must be replaced. 

Now, I should like to pass to the current economic conditions in the financial 
markets and the position in which the members of the Association of Local 
& Territorial Airlines find themselves. The position, briefly stated, is that these 
earriers are in a financial condition ranging between poor and desperate, and 
that, although subsidized, the earnings record for the past 10 years has failed 
to develop bank credit which will permit the purchase of modern aircraft with- 
out the assistance of the Government as proposed in H. R. 7993. 

The financial situation that the subsidized small-business local-service and 
Territorial airlines find themselves in is not unique in the history of mass trans- 
portation. This committee, in its consideration of merchant-marine problems, 
has faced up to and successfully resolved a similar situation involving difficul- 
ties of modernizing fleets. Congress, as early as 1936, through enactment of 
the Federal Ship Mortgage Insurance Act, created a Federal ship mortgage 
insurance fund which has been used by the Maritime Commission insuring 
mortgages for the construction, reconstruction, or reconditioning of merchant 
vessels. 

The success of this assistance plan for merchant shipping is best attested by 
the fact that, to date, 15 mortgage-insurance contracts or contracts of commit- 
ment for insurance have been issued. The potential insured value of these con- 
tracts is approximately $90 million, with many additional requests being cur- 
rently processed. Further, and of the greatest significance, is the fact that, 
to date, the Government has not been called upon to make good any contract 
so insured. I urge upon the distinguished members of the committee the fact 
that the guaranteed-loan provisions proposed in H. R. 7993 will meet the air- 
craft modernization program of the small-business local-service and Territorial 
airlines in a manner so successfully achieved by the Ship Mortgage Insurance 
Act. I predict that the Government, in guaranteeing loans on the type of 
modern, efficient, economical aircraft proposed to be purchased under H. R. 
7993, will suffer no losses. 

Separate and apart from the provision of Government assistance in equipment 
moderization as evidenced by the Federal Ship Mortgage Insurance Act of 1936, 
I would like to indicate to the committee another program of equipment financ- 
ing being carried on by the United States Export-Import Bank of Washington, 
D. C. I should like to quote from a brief and abstract in the matter of the 
Capital Gains Proceeding, docket No. 7902, of the Civil Aeronautics Board, as 
follows: 

“* * * press release by the Export-Import Bank of Washington for the morn- 
ing papers of September 19, 1956, which indicates that financial assistance for 
the purchase of aircraft from a United States manufacturer by Varig, a Brazilian 
airline, was assured today by the announcement of a $3,950,000 loan by the 
Export-Import Bank of Washington. This will assist Varig in the purchase of 
two Constellations with spare parts from Lockheed Aircraft Corp. Another press 
release in this exhibit for the December 11, 1956, afternoon papers indicates 
that the Export-Import Bank has entered into a credit facilitating a $29 million 
sale of commercial jet aircraft to Japan Air Lines Co., Ltd., of Tokyo. The bank 
agreed to purchase Japan Air Lines notes of $16.5 million from Douglas, follow- 
ing the usual procedure in exporter credit transactions. The Export-Import 
Bank has authorized more than $114 million in credits since 1945 to assist in the 
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financing of civilian transport aircraft made in the United States for sale to 
overseas purchasers in 11 countries.” * 

Witnesses appearing before the examiner in this proceeding stated that they 
did not know of any reason why such credit should be offered to a foreign airline 
and not to a domestic airline. They only stated what has happened as borne 
out in the above press releases and that they did not know of any case where such 
credit has been extended to a domestic airline. 

In conclusion, I respectfully state to this committee that, other than the hope 
of fulfillment for assistance held out in H. R. 7993, the local and Territorial air- 
lines, which I represent, find themselves in an impossible situation with reference 
to reequipping and modernizing their aircraft fleet. 

For more than 6 years past, by reason of my Government service, I have been 
insulated from any daily personal contract with banking and the condition of the 
eredit market. Believing that the committee would be best served by following 
the general policy of the best evidence, I am pleased to recommend to you the 
representatives of several of the local-service and Territorial airlines who are 
present here today to testify in support of H. R. 7993. It is my belief, and I so 
state, that these individuals, through detailed accounting of the trials and tribu- 
lations that they have suffered in today’s money market in negotiating loans 
for the purchase of new aircraft, will lend not only credence, but a sense of 
urgency, to the passage of H. R. 7993. 


I again express my sincere appreciation for the opportunity you have given 
me for this statement. 
APPENDIX A 
REPORT ON THE EARNINGS EXPERIENCE OF 1HE LOCAL-SERVICE AIRLINES 


Prepared for the Conference of Loeal Airlines by Gotch & Crawford 


TABLE XXVI.—Why the DO-3 must be replaced 


Cents 
Total operating expenses per revenue plane-mile______ ________________- 107.12 
Total commercial revenues per revenue plane-mile: 
Passenger revenues: 
Average load, 9.09 passengers (41.84 percent load factor). 
Average yield, 6.138 cents per revenue passenger-mile. 
Resulting average passenger revenues per mile_____- Sdiiilieouainan 55. 72 
Other commercial revenue per mile__.- i ee aa snacaniem. te 
SOCRL CORREO CIEL, FIT ob <sccmibcctarini--tcianskt-thesianescneinatmiaanabemaenaenl 59. 08 
Expenses per mile not covered by commercial revenues_____--..----- .- 48. 09 
Additional passenger traffic which would be necessary to cover all 
expenses : 
Additional passengers per mile, 7.85. 
Average yield, 6.13 cents per revenue passenger mile. 
Additional passenger revenue per mile_____-_---_------_----_-__-~ 48. 09 
Passenger-load factor which would result if the foregoing additional 
passengers were carried: 
Average number of seats available per revenue-mile____-_._--_---~ 21.72 
Passengers actually earried_—_-----__---... LL Sik l Dalosles we Jaws! 9. 09 
Additional passengers to break even____--- ae A th nei BPR NEA BS 8 7. 85 
Total passengers___-_-~- A 3234 DBO SR 2B) OR a a BS, 16. 94 
Passenger-load factor necessary to break even__-____--~-_ percent__ 78 


Source: CAB, Comparative Selected Data for Local Service Carriers, 12 months ended 
June 30, 1955. 


Notr.—All operational data employed in the above table are the consolidated experience 
of 10 exclusive DC-—3 operators. 


* Brief and abstract, vol. 11, of counsel, Turney & Turney, 2001 Massachusetts Avenue 
NW., Washington 6, D. C., pp. 346 and 347, Capital Gains Proceeding, docket No. 7902, 
before the Civil Aeronautics Board. 
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CHART K 


WHY THE DC-3 MUST BE REPLACED 


(Data in Cents Per Mile) 
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SOURCE: TABLE XXVI 


Table XXVI demonstrates that local-service operations with the DC-3 develop 
a break-even need of over 48 cents for every plane-mile. This raises the ques- 
tion whether these expenses involve operations which are economically and 
efficiently conducted. Comparison of direct cash costs for DC-3 operation by 
trunklines and by this group of local carriers is as follows: 


10 local car- | 10 trunklines 
riers using using 
DC-3’s ex- DC-3’s? 
clusively ! 


| Cents Cents 
RPE COU RGeIR CRTIGIIEO DOP TIT no cn pemeeommencocemsesepesaScpuqepes 34. 16 35. 60 
Direct maintenance expense per mile. ._.....-..........-------22-----.-22-- 11. 97 | 11.33 











1 CAB—Comparative Selected Data for Local Service Air Carriers, June 30, 1955 (12 months). 
2 CAB—Form 41 reports (12 months ended Sept. 30, 1955). 


Considering the basic fact that these local service operations have an average 
hop of only 76.48 miles, as compared to a substantially longer average for 
trunklines, the local service costs represent a good level of economy and effi- 
ciency. 

In 1942 the trunklines operated virtually an all-DC-3 fleet with very high 
utilization of aircraft and with an excellent level of utilization of plant and 
personnel, at the following costs per mile: 








ere, 
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| 1955 as a 
1942 1955 (above) | percent of 
1942 
Cents | Cents 

Flying Operetta « 2i.s < bcc kscnnssscs - seuss steels os esnet 18. 89 35. 60 188 

DiPOCS MAIMNGEBENOB....6 008 scence atsecee Ann tiiinantaal 7.48 11. 33 151 
Disest cath costo... ssS SE es LA I. 26. 37 46. 93 178 

Oliser GRERGHINE GOOtE. code cc cccnvcseiiin vn initio deinen OO, Cath bel. tietbnnsinostbe 

7 | 


PR SII 04.15" an camnheh bap eae teaiainerte aaagnemnaenaaaiare CE Conadreseaae | sili nannies eerie 


If it is assumed that the above cost-increase factor of 178 percent applies 
equally to total expense, the indicated total cost for an all-DC-3 trunkline 
operation would be increased from 72.87 cents in 1942 to 129.71 cents in 1955. 
This is to be compared with the total expense of 107.12 cents for 10 all-DC-3 
local service carriers (table X XVI). 

Table XXVI also shows that it would be necessary for local service DC-3 
operators to attain a passenger load factor of 78 percent to cover all expenses. 
This is an absolute impossibility as a practical matter. In order for local 
service carriers to operate at 78 percent load factor, they would have to achieve 
a 100 percent load factor over many segments so as to offset low traffic on other 
segments. Operating at 100 percent load factor on good segments would involve 
standby passengers so as to top off loads, and turning away traffic unsatisfied. 

The impossibility of a 78 percent load factor may be seen by the fact that the 
trunk industry has exceeded 70 percent load factor in only 2 peak months during 
the past 6 years—June of 1951 and June 1952. Annual revenue passenger load 
factors during postwar years for both classes of carriers are: 





| ne 
Year Trunk Local Year Trunk 
carriers | serv ie | 





Local 
carriers | service 








Percent | Percent Percent | Percent 
ee ae ee 65. 73 ORGS Fr MOOR co esis a 67.08 37. 46 
TaN hes eidiintainteasenniniensih ioceenibanibiedeten 58. 34 27.14 RRR 8.4 64. 65 38. 56 
Stacie csaveilercinik musth aes tcietsicctn ene 59. 10 28. a | Be. £2. S cad cddueen dees ace 63. 31 42. 20 
Binsin sh Biendntendnadiywaboad 62. 70 31. 51 eS pieenteeb deciles SOE cndes 64. 06 45. 06 


Wt iss. aisha teed 69.59 | 37. | | 


Source: ATA—Airline Facts and Figures. 


The above trunkline load factors involve both coach and first-class service 
over the best routes in the country with the most attractive equipment obtain- 
able during a period of favorable traffic conditions. Evidently, it is quite 
unrealistic to think in terms of 78 percent load factor for DC-3 operations over 
local service routes. 

In addition, the above discussion is of local service industry results, and it 
would be necessary for local carriers with strong routes to run at 90 percent 
load factor to offset those with lower load factors, if the industry were to 
average 78 percent. 

Another test of the question of local service cost levels may be made by 


drawing a relationship with the Wholesale Price Index of the Bureau of Labor 
Statistics which increased as follows: 





Year Wholesale Increase 
Price Index 
Percent 
So ab otto sc cpaseusnteb abd. eguddasssl..etdt ale teh. Ji. didi GON 5 tidctacansesed 
iin cs eet endcinacneiidiericiasetingiceteindlicnttarit inital ie ceca anita 110.3 172 





Assuming that the 1942 unit cost of the trunklines with an all-DC-3 Conration 
had increased in this degree, the current cost level would be about $1.25 per 
mile as compared to only $1.07 for local service carriers using all-DC-3 fleets. 
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Thus the constructed trunkline cost for an all-DC-—3 operation ranges between 
$1.25 and $1.30 per revenue-mile which is substantially higher than the com- 
parable experienced cost for local service carriers of $1.07 per DC-3 revenue- 
mile fiown. It is concluded that expense levels of local service carriers pass 
the test of economy and efficiency. Certainly there is no important oppor- 
tunity for reducing the public subsidy through new economies of operation. 

In the experience of local service carriers, a 50 percent load factor is about 
the highest that has been attained under all-DC-3 operations : 











Year All1-DC-3 operator Load factor 

Percent 

nn aia dn Pictiheleerencnae sel ideiai in I i so ne ei ie 50. 
ee an bn I ee OL Mie ae kh Stee AS, 50. 47 
Wee ie Da cs he eis Seeiieen weet... Lycee Oi 21 i ced. 21.02 50. 41 
| eee ae w dont i as Base SOL4) } Mies oss open celal 6 ~ sb bbe6< demmnnidesnes ni 54. 98 
Wee. oe awe einnt oaiaaate caoniaikGadewake . Mohawk....-. diltdnnt Cis tes healer z 50. 68 


In view of the foregoing discussion of cost- and load-factor considerations, it 
appears that one of the most important opportunities for reduction of public 
subsidy to local service carriers lies in a program aimed at replacing the DC-3. 
The alternative is permanent continuation of public cost just to cover break- 
even needs of local carriers. At the rate of 48 cents per DC-3 mile flown, this 
public cost presently amounts to more than $18 million per year. A positive 
and constructive program for the reduction of this public expense is a matter 
of prime importance both to the Civil Aeronautics Board and to the local service 
industry, and the public has a large stake in the outcome of the matter. 

Earlier discussion, however, has demonstrated the financial incapacity of the 
industry to go forward with the necessary reequipment program in view of its 
current financial condition and historic earnings. The remedy for the local 
service problem is a level of earnings which will put them in a position to 
arrange for the financing of more efficient fleets. The essential policy problem 
posed to the Board is the choice between an affirmative and constructive develop- 
mental program or continuation of the status quo. 


Mr, Frrepev. Who do you wish to call, Mr. Adams? 

Mr. Apams. Mr. Chairman, at this time, may I request the com- 
mittee to have made a part of the record a statement from Mr. David 
A. Benz, executive vice president, Trans-Pacific Airlines, Ltd., Hono- 
lulu, T. H., who was unable to be here. 

Mr. Frrever. Without objection it will be made a part of the record. 

(Statement referred to is as follows :) 


STATEMENT BY Davin A. BENZ, EXECUTIVE VICE PRESIDENT, TRANS-PACIFIC AIR- 
LINES, Lip., HONOLULU, T. H. 


Mr. Chairman, gentlemen of the committee, my name is David A. Bentz, and 
IT am the executive vice president of Trans-Pacific Airlines, Ltd., which operates 
as the Aloha Airline out of Honolulu to provide service within the Territory 
of Hawaii. 

We sincerely appreciate the opportunity to appear before you today in strong 
support of the proposed legislation for Federal guaranties of equipment loans to 
carriers such as ours. 

I have the privilege to present to you an official copy of Joint Resolution 46 
that our Territorial legislature, in its session this year, passed unanimously 
through both houses, urging legislation such as you now are considering. 

Without such legislation, it is well-nigh impossible for us to enter on a new- 
equipment program. With it, for the first time, there is promise of a lasting 
solution to the problem of continuing need for subsidies for small carriers offer- 
ing service of a local nature. 

We were hopeful a little more than a year ago, when I had the pleasure of 
appearing before your committee on the subject of permanent certification, that 
such certification would, among other things, help us in our efforts to obtain 
financing for new equipment. 
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Permanent certification has been most helpful in many respects, but it has 
not helped us with equipment financing. 

Favorable action on the legislation you now are considering would, however, 
very promptly change this situation. It would accomplish other important pur- 
poses as well: 

1. By extending Federal guaranties. you would enable our airline, for one, 
to obtain equipment loans on long-term basis where this task appears impossible 
now, and we would not be faced with surcharges or exorbitant rates of interest. 

2. With the new equipment that is coming on the market, which is more 
economical to operate over short hauls than the DC-3’s we now operate and which 
is capable of carrying more passengers to accommodate our increased traffic, 
we could maintain economy of operation despite increasing costs of labor and 
materials. This, in turn, would help us to a profiitable operation and would 
also enable us to maintain existing low fare levels. 

3. With new equipment, our forecasts clearly show that we could be assured 
of staying off Federal subsidy rolls, at a great and continuing savings to the 
Federal Government (exhibit 2). 

Without new equipment, we face a continuing marginal-profit operation with 
subsidy as a necessary backstop. This is uneconomical and unprofitable not 
only for the Federal Government, but for our stockholders and for the passengers 
we seek to serve. 

In the years that we have operated under subsidy we reeorded profitable 
operation in only 2 years, with $36,410 in 1 of those years and $30,040 of profit 
in the other. In the other years in which we received subsidy, which was sup- 
posed to give us a profitable operation, we lost a total of $167,418. 

Since May 1951, when we were first awarded mail pay, we have received only 
a meager return on our investment because it has been based on a rate per air- 
eraft-mile. The Civil Aeronautics Board has refused to recognize our true 
eapital costs and has maintained that we have negligible capital as a result of 
earlier losses suffered prior to the time that we first received a subsidy mail rate 
(exhibit 4). Furthermore, as you know, in the establishment of a mail rate, the 
ratesetting authority can fail to consider substantial expenditures which a 
management may make in good faith and which are considered normal business 
expenses. With such disallowances, and with a very low rate of return on invest- 
ment, a carrier such as ours has little opportunity to make a profit (exhibit 7), 
and our opportunities will remain limited until we can operate equipment offer- 
ing greater economies than our DC-—3’s do today in a market requiring greater 
capacity. 

The fact is that our net return on investment under subsidy rules actually 
has resulted in negative return (exhibit 3). That is why TPA has not made any 
financial progress since 1951 although we have strengthened our operation con- 
siderably (exhibit 1). 

Operation on a subsidized basis offers no stability for an airline or its stock- 
holders, its employees, or its passengers. There is no prospect of dividends for 
stockholders—certainly we have been unable to pay any dividends to our stock- 
holders since our certification in 1949. As long as we cannot pay dividends, we 
offer no inducement for new investment by our stockholders. Without such new 
investment, financial institutions do not want to loan us the money with which 
to obtain the new equipment that, alone, can enable us to embark on a profitable 
operation. 

There you have the circle, which the legislation that you have before you 
promises to end by making it possible for us to obtain the equipment we need 
and which is becoming available. 

A few years ago, this legislation would have meant nothing to us because 
there was no equipment available to meet our short-haul requirements of economy 
of operation as well as comfort and convenience for our passengers. But this 
picture is changing rapidly. There is the twin-engine turboprop, the F-27 
Friendship now being manufactured by Fairchild on the east coast. The British 
also have a couple of aircraft in varying stages of development; we can look to 
some real advances in this field. 

We remain confident that our DC—3’s converted into picture-window Vistaliners 
can play a part in interisland operations for many years to come. Our fore- 
casts of future operations, attached to this statement, show that we plan to 
continue to operate a few DC-—3’s on our shortest hauls, as well as other equip- 
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ment. But the fact remains that we must now think in terms of aircraft that will 
enable us to operate more economically in the future; for example, the F-27 
promises to operate at so much lower seat-mile direct cost than our DC-3’s 
that we could save approximately $85,000 annually right there (exhibit 6). 

If we are to plan for such equipment, we must be able to count on help with 
our financing, to which we have given much thought and study (exhibit 5). We 
cannot kid ourselves any longer that any investor, bank, or other financial insti- 
tution, will give serious thought to financing new equipment for us as long as we 
operate with the sort of profitability record that we have compiled to date. They 
are not impressed with the fact that we can fall back on subsidy. They want some 
more concrete assurances. 

Planning on new equipment requires the sort of legislation that you have 
before you. Without this legislation, financing will remain extremely difficult 
if not completely impossible to arrange. Investors and lending institutions are 
not interested in marginal-profit operations such as ours, particularly at a time 
when money is tight. They need the encouragement that your legislation holds 
forth. 

Throughout our operation as a scheduled carrier, I might point out, TPA has 
pioneered new techniques in various departments to improve service and reduce 
costs. Our failure to operate profitably under subsidy is not due to inefficiency. 
The Civil Aeronautics Board itself has been quick to point this out. Improve- 
ments we have introduced range from developing more economical Aeronautical 
Radio, Inc. facilities for communications in the islands, to installation of an 
exclusive aerial-photo window, to introduction of a new type visual-control res- 
ervations which greatly increases the speed and economy of our reservations de- 
partment. In proceedings before the Civil Aeronautics Board, we have shown 
how our efficiency compares with that of all other DC-3 operators. We rank high 
in every measure of efficiency and economy of operation. In fact, the Civil Aero- 
nautics Board used our airline as a yardstick for efficiency for all air operations 
in our islands. 

As a part of this prepared statement, we submit maps of the islands. One 
shows airline distances between major points. Another shows our exact posi- 
tion in relation to the continental United States. The third superimposes the 
islands on the eastern seaboard to offer in more familiar terms an idea of the area 
we serve, and also to make clear the fact that there is room on our routes for 
the type of new equipment that is coming on the market. 

It is important, in looking at these maps, to realize that Honolulu, on the 
island of Oahu, is the capital not only for government of the Territory of Hawaii, 
but for the conduct of all business. The welfare of our neighbor islands is 
directly related to their accessibility to Honolulu, and depends in large measure 
on their ability to commute with Honolulu. 

In 1956, there were 640,367 passengers carried between our islands, repre- 
senting 1.25 air passengers per resident of Hawaii. This is some five times as 
many air passengers per resident as there were flying in the continental United 
States. At distances up to 250 miles, which take in the entirety of our opera- 
tions, the ratio increases to approximately 20 to 1, testifying to the dependence 
of our islands on air transportation, and to the ability of island air transporta- 
tion to achieve subsidy-free stability provided we can obtain more economical 
equipment than we operate today. 

In the future of our islands, of vital importance is the great increase in both 
surface and air transportation leading into Hawaii not only from the continental 
United States, but from the entire Pacific area—from Canada, Australia, and 
the South Pacific, and the Orient. With more transportation bringing more 
people and more supplies into the islands, the need for transportation within 
the islands becomes correspondingly greater. 

We need help now to be able to improve our facilities to obtain additional 
operating economies and to operate profitably under these new conditions so 
that we can stay off Federal subsidy and thus, in the long run, save the Govern- 
ment far more money than the loan guaranty program can cost the Government. 

We strongly urge adoption of this legislation, which offers a clear-cut, long- 
term solution of the self-sufficiency problem for small carriers like ours. 

Thank you for the privilege of appearing before you. 
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Exursrt 1 


Comparative figures 


1950 

Ee SRE TOW Oi ovino oaininctytioeanedacansdnaomnciaesaaall $848, 174 
Growth of traffic: 

INES NIN ios eran tiediniemeoamccme dentinal 93, 597 

Freight and express ton-miles__...................-...-.-- 14, 971 
Revenue passenger-miles flown (thousands) ..................- 11, 851 | 
Revenue aircraft-miles flown... _...........-----..--..-.----.. 888, 476 
Total commercial revenue per revenue aircraft-mile______.___. 95 
Average passenger load per revenue aircraft-mile in scheduled 

QO VIND st B5 Sha x act ibn smash deldbaihemas asenineenaiial 13. 34 

Revenue passenger miles (average) per route-mile per day-..... 87. 51 


EXHIBIT 2 


35 


Percent 
1956 increase 
decrease 
$2, 055, 662 142. 36 
209, 109 123, 41 
138, 873 827. 61 
26, 260 121. 58 
1, 755, 078 97. 54 
$1.17 23. 16 
14. 93 12.03 


193. 92 121, 57 


Summary of forecasts of operating results for the years 1958 through 1962 with 


new 44-seat equipment added 


3 F-27’s and 3 DO-3’s 
at traffic volume as 
shown ! 


1958— Passenger miles (thousands) 
GGG SiGtOr (RRRORGE) oo. neon nd adownscadececenc 
BEE a cht mace ensisbetnsietenes 

1959— Passenger miles (thousands)_...............-..-.. 
E006 TCtOr (OUTONE) 8... cceciccccccccccscucscce< 
NG Bo checkin eutwedbitictbidetméccueuins 

1960— Passenger miles (thousands) 
ee EE SE 
gg Ree ee eee 

1961— Passenger miles (thousands) _.......-- 
Load factor (percent) 






URIS BONN Ke sos les dl dilecdeconeeen | $428, a 03 $831, 904 
1962— Passenger miles (thousands).....................- | 40, 453 46, 232 
ree eee eee | 56. 30 64. 34 

| 


ee Ot oso eh ene | $538, 522 $961, 393 








3 F-27’s and 2 DC-3’s 
at traffic volume as 
shown ! 


$627, 245 
39, 937 
61. 95 
$715, 027 
41, 934 
65. 05 
$859, 246 
44, 031 

b 68. 31 
$581, 135 $984, 156 
40, 453 46, 232 
62. 76 71,72 
$693,229 | $1, 116, 100 





1 Interisland traffic forecast in terms of passenger-miles (thousands) is as follows, and is based on figures 


presented to the CAB as well as up-to-date actual operating experience: 


PND: Mid adateddbanntesmesene 86, 249 cinta cacsctannsienintitnacginncthiaterentingane 104, 835 
90, 561 Ween cenccndiecdieh ube bh dae 110, 077 
. 95,089 0G ass cided i is essdsecalitnaal 115, 581 

99, 843 





Note.—TPA’s actual load factor for the 12-month period ended Apr. 30, 1957, 


was 54.99 percent. 
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Forecast of operating results for the year 1958 with new 44-seat equipment added 


| heel 
| 3 F-27’s and 3 DC-3’s | 3 F-27's and 2 DC-3’s 























i as ii ee ie | 33, 281, 150 | 38, 035, 600 | 33, 281,150 | 38, 035, 600 
Sn To due en cme 46. 32° 52. 93 | 51. 63 59. 00 
I i i et i weed ind | | $2, 682, 460 re 065, 669 | 2, 682, 460 | ~ $3, , 065, 669 

Wed ptates met Bupslid ye ccc cece cccchke: as oo a 
a COU a akaibhidse a eeiecgeties “146, 526 a 146, 526 146, 526 146, 526 
RS Ens coeee ei. --- 245 store 2, 828,986 | 3, 212, 195 8, 212, 195 
——————_— —_ —_}}~ ——— | ———— — ————————_=—_— 
Me UUs Piece ce oo... k eee : Seas 1, 126, 338 
Indirect cost: pi | " pi: MCA F518 b 
Passenger food and supplies_._.......------..--- | 11, 316 | 12, 932 | 11, 316 | 12, 932 
Sales, reservation, and ticketing employees Pose 150, 639 157, 162 | 150, 639 157, 162 
Telephone ne SOneerOnN oo ks | 11, 446 | 11, 661 | 11, 446 | 11, 661 
I ae Si | 102, 785 117, 468 | 102, 785 | 117, 468 
Stationery, printing, ‘and office supplies i. dears 9, 948 | 10, 381 9, 948 10, 381 
Accounting personnel. -______- Se , | 36, 642 39, 286 36, 642 39, 286 
Gross income tax-_-.--.. licences Sa thle rab SR en -| 77, 863 | 87, 443 77, 863. | 87, 443 
Payroll taxes___- i . 25, 208 | 25, 396 | 23, 709 | 23, 988 
Workman’s compensation insurance_....__.___..___| 10, 524 | 10, 603 9, 898 | 9, 977 
Unadjusted expenses_______-- Ls 1, 006, 765 | 1,007, 221 987,948 | 988, 404 
Total, indirect cost_...........- ‘ ubiics cn aitetnni Vn dg 156 | 1,479, 553 | } 1, 422, 194 1, 458, 612 
Total operating cost..........--- Se ..| 2,693, 854 | 2, 730, 2 271 2, 548, 532 2, 584, 950 
es — en ——————— 
I Nee a eS Cwnibuebes 185, 132 | 481, 924 | 280, 454 | 627, 245 

| 


| 
1 i i 


Forecast of operating results for the year 1959 with new 44-seat equipment added 























3 F-27’s and 3 DC-3’s | 3 F-27’s and 2 DC-3’s 

Passenger-miles__.._............-. ha -.---..--| 34, 945, 050 | 39, 937, 200 | 34,945,050 | 39, 937, 200 

Load factor (percent) _- ssc het ilibecce:ina demons 48. 63 | 55. 58 54. 21 61. 9% 

Passenger revenue _______.......- cove ese--e-aeen--| $2,793,125 | $3,192, 143 | $2, 793, 125 1 ~ $3, 192, 143 
United States mail subsidy____- Fe Ais nisricln Regen call Li Aart, p éébbie 2eus 

Other revenue...._......-- 4 . Ee ccincedencnats 156, 387 | li 56, 387 : 156, 387 156, 387 

nda cs enbledl, niid wattage 2,949, 512 | 3, 348, 530 | 2,949,512 | 3,348, 530 


oneenitiess, cu fuse polit es ah (ebase ieee 3) anit _1, 262, 943 | 1, 262, 943 } l, 136, si2 | 1, 136, 812 


————SSSj =i = 


Indirect cost: 








"7 

Passenger food and supplies_-___- sent 11, 881 | 13, 579 11, 881 13, 579 
Sales, reservation and ticketing employees | 157, 504 | 164, 560 157, 504 | 164, 560 
Telephone and telegraph -_- sie ce eb acatwanaskdtel 11, 521 | 11, 746 11, 521 | 11, 746 
Commissions , ge ateieies 107, 924 | 123, 342 107, 924 | 123, 342 
Stationery, printing and office supplies - seeces eda 10, 099 | 10, 553 10,099 | 10, 553 
Accounting personnel. __- Ft APD | 37, 980 38, 698 | 37, 980 38, 6908 
SEE ORR 8 SS undo pGdbindienecda 80, 876 | 90, 851 | 80, 876 | 90, 851 
Pz ayroll taxes : ees 26, 017 | 26, 176 | 24, 474 | 24, 561 
Workman’s compensation insurance Soars 10, 861 10, 928 | 10, 217 | 10, 284 
Wamdpuased Urperides seen | 1,027,283 | 1,027,762 | 1,008,038 | 1, 008, 517 
snepigatidas satiate telcbalan lena sa ancients peat 

Total indirect cost__....... eee ee ----| 1,481,946 | 1,518,195 1, 460, 514 | 1,496, 691 
Total operating cost.....-.-- ita eed eee | 2,744, 889 2, 781, 138 2, 597, 326 | 2,633, 503 
Westar. tit cca ches naccasccse| 904,628 | 567,302 352, 186 | 715, 027 


| } 
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Forecast of operating results for the year 1960 with new 44-seat canine added 








| 3 F-27’s and 3 DC-3’s | 3 F-27’s and 2 DC-3’s 





Passenger-miles_.--............-.- ial 36, 692, 250 | 41, 934, 000 | 36, 692,350 | 41, 934, 000 
Load factor (percent) » bdpiaac 51. 06 _ 58. 36 | 56. 92 65. 05 
Passenger revenue.......__........--.--.----ee------- _| $2, 957, 35 | $3, 379, 881 | $2, 957, 305 $3, 379, 881 
United States mail subsidy_ ; > ote 
Other revenue | 166, 991 166, 991 i= “166, 991 "166, 901 
Total | 3, 124, 386 3, 546, 872 | 3, 124, 386 3, 546, 872 
Direct cost 4, 1, 275, ory e 275, 541 | “LM, 606 | 1, 147, 000 
Indirect cost: ata ek aia al aie 
Passenger food and supplies | 12, 476 14, 258 12, 476 14, 258 
Sales, reservations, and ticketing employees... 164, 767 172, 399 164, 767 172, 399 
Telephone and telegraph__--- ‘ : : 11, 600 11, 836 11, 600 11, 836 
Commissions. _.- .-------| 113,320] 120,500} =—-:113, 320 129, 509 
Stationery, printing and office su Pplies antes 10, 259 10, 735 | 10, 259 10, 735 
Accounting personnel_-.__....--- I a alls 39, 376 | 40, 151 39, 376 40, 151 
Gross income tax pain ales bb Sih amend 85, 247 95, 810 | 85, 247 95, 810 
Payroll taxes : . 26, 854 27, 027 25, 264 25, 437 
Workman’s compens: ation insurance... ________- | 11, 211 11, 283 10, 547 10, 620 
Unadjusted expenses aot § 048, 450 } 048,952 ; 1,028, 763 1, 029, 265 
Total indirect cost . .............-- pia aa 1, 523, 560 | 561 960 | 1, 501, 619 1, 540, 020 
Total operating cost... ...... — | 2,799, 101 2 837,501 | 2, 649, 225 2, 687, 626 
Be tconictbehidiatedediaentail oteaacamne 325, 285 | 700,371 | 475, 161 859, 246 





' 


Forecast of operating results for the year 1961 with new 44-seat equipment added 






































| 3 F-27’s and 3 DC-3’s | 3 F-27’s and 2 DC-3's 
= — —— _oe mes = meen - a eee 
Passenger-miles ; 38, 526, 950 | 44,030, 800 | 38, 526, 950 | 44,030. 800 
Load factor (percent) 53. 62 | 61. 28 | 59. 77 68. 31 
Passenger revenue | $3 105, 272 | $3, 548, 882 $3, 105, 2 $3, 548, 882 
United States mail subsidy = ae 
Other revenue | 178, 404 | 178,404 | 178,404 178, 404 
\— ee eel 
Total oe een 2 a 233, 676 | 3, 727, 286 | 3, 283, 676 3, 727, 286 
Direct cost _.| 1, 288, 509 1. 288, 509 | 1, 158, 718. 1, 158. 718 
Indirect cost: | 
Passenger food and supplies 13, 100 | 14, 970 13, 100 14, 970 
Sales, reservations, and ticketing employees | 172, 457 180, 709 172, 457 180, 709 
Telephone and telegraph_--_----- : 11, 683 | 11, 931 11, 683 11. 931 
Commissions | 118, 986 135, 984 118, 986 135, 984 
Stationery, printing, and office supplies_-. 10, 425 10, 926 | 10, 425 10, 926 
Accounting personne] _ - 40, 837 | 41, 675 | 40. 837 41, 675 
Gross income tax a 89, 230 100, 320 389. 230 100, 320 
Payroll taxes 2, 721 27, 908 | 26, 084 26, 271 
Workman’s compensation insurance... biBiel 573 11, 651 | 10, 890 10, 968 
Unadjusted expenses : Ls 1, 07 a 27: 2 1,070,799 | 1,050, 131 1, 050, 658 
Total indirect cost_..........- st 56, 234 | 1.606, 873 1, 584, 412 
Total operating cost_- =z 2, 854. 798 | 2, 895, 382 | 2 2, 743, 130 
! 











Profit. co-nen.| 428,883 | 831,904 | = 135} 984, 156 
| i 
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Forecast of operating results for the year 1962 with new 44-seat equipment added 


Passenger-miles 
Load factor (percent) 


Passenger revenue 


Direct cost 


Indirect cost: 


Passenger food and supplies 
Sales, reservations, and ticketing employees 
Telephone and telegraph 


Commissions 


Stationery, printing, and office supplies 
Accounting personnel_- 


Gross income tax 


Payroll taxes__......_-- 
Workman’s compensation insurance 


Unadjusted expenses 


Total indirect cost 


se UNE UI CO oo rons mse 
I ORE aaa Ri a Viner ae 


United States mail subsidy 
Other revenue.__.......-..- 
































3 F-27’s and 3 DC-3’s | 3 F-27’s and 2 DC-3’s 
2S SL PU ee 40, 453, 350 | 46, 232, 400 | 40, 453,350 | 46, 232, 400 
ceteene dT cet acy TOES a tae 56. 30 64. 34 62. 76 71.72 
A 5 Be Sat ON BR $3, 260, 540 | $3, 726, 331 | $3,260,540 | $3, 726, 331 
5, LaRosa 190, 694 | 190, 604} 190,694} 190, 694 
ee PEL LS § SU BAL | SR Roe 3,451, 234 | 3,917,025 | 3,451,234 | 3,917,025 
Cog Avett ee SS ~~ 1,301, 886-| 1,301,886 | 1,170,179 | 1,170,179 
a 
Mi ABS ea 13, 754 15, 719 13, 754 15, 719 
dies 180, 608 189, 534 180, 608 189, 534 
eee ee 11, 769 12, 029 11, 769 12,029 
eee ete tas 124, 936 142, 784 124, 936 142, 784 
eee 10, 600 11, 126 10, 600 11, 126 
coe ee ae aed 42, 363 43, 272 42, 363 43, 272 
Pe es | 93, 419 105, 064 93, 419 105, 064 
ce eae ote aoe. | 28, 620 28, 823 26, 934 27, 137 
ee ae | 11, 949 12, 033 11, 245 11) 329 
Pe eee te as | 1,092,808 | 1,093,362} 1,072,198 | 1,072,752 
ag OM TT) We Bee | 1,610,826 | 1,653,746 | 1,578,826} 1, 630, 746 
| 2,912,712 | 2,955,632 | 2,758,005 | — 2, 800, 925 
538,522 | 961,393 |  693,229| 1, 116, 100 

EXHIBIT 3 


TPA experienced negative net return based on return provided by mail rates 
















































1951 1952 1953 
ae (imeniaeniammniennimite ws ee ee 
Total commercial revenue. ...............-------.-.-.-.-.-..- $1, 253,110 | $1,651,521 | $1, 445, 448 
ee cc emenaenenns 117, 153 192, 332 | , 452 
EE TOI sank Hin chip ae nn scesccwes, | 1,370, 263 1, 843, 853 1, 781, 900 
Total operating expenses | 1, 407, 157 1, 786, 403 1, 769, 416 
Net operating profit or loss._............---......-__.._.| (36, 894) | 57, 450 | 12, 484 
Expenses not considered by CAB for mail-rate purposes: 
Mail rate and certificate renewal expenses..__..........-.-. (5, 134) (8, 298) | (9, 660) 
EE CD ies nat aie tein nn eco dbes ctitiesesenncearenn (7, 672) (7, 460) | (13, 673) 
Nonoperating property losses, net._.....................-. 10, 469 (5, 507) | (7, 563) 
NTE TT Tee noe (4, 183) | 225 317 
Pe ssh este tree sete sencdanoosnses | 1 (48, 414) 36, 410 (18, 095) 
p 
1954 | 1955 | 1956 Total 
} ee 
Total commercial revenue_..............._-.--- $1, 708,704 | $1,972,350 | $2,055,662 | $10,086, 795 
Saiyan ess 6 5s. - 55 sone | 102, 472 | 49, 241 | 50, 678 848, 328 
ue WON aoe oo Sot Soy ssc acess 1, 811, 176 2, 021, 591 | 2, 106, 340 10, 935, 123 
Total operating expemses--__-.............------ 1, 795, 785 | 1, 980, 148 | 2, 158, 622 10, 856, 523 
Net operating profit or loss.__....___.__-- 15, 391 | 41, 443 | (52, 282) 78, 600 
Expenses not considered by CAB for mail-rate | 
purposes: | 
Mail rate and certificate renewal expenses_-| (3, 112)} (7, 402) (7, 402) (41, 008) 
I occas nance | (14, 631) | (3, 771) | (4, 579) (92, 794) 
Nonoperating property losses, net__......-- | (37, 460) | 67 | 0 (39, 994) 
Speer GUNINOOR, 106... oo s cccew concn essence (926) | (297) | (908) (5, 772) 
I oo ai inka (40, 738) | 2 30, 040 | (65, 171) (100, 968) 
| 











1 Carrying of mail commenced on May 15, 1951. bee + ‘ 
2 Excludes capital gain on sale of an aircraft and Territorial corporate tax on the gain. 
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Exursir 4 


Subsidy has not recognized TPA stockholders full investment and cannot provide 
long-term solution to TPA financial problems 


Losses from Aug. 1, 1946, through May 31, 1949 (before 
scheduled operations) : 


RO 2 iis nsinctiehnsisiernetiniucahinedanigesdenamanandeaante $1, 025, 570 
Total Capes ....6 2... ka een 1, 364, 876 
INGE: Lei ti TOE stained ice ceremesceneeerincin ns cenecisendnnn emia $339, 306 


Losses from June 1, 1949, through Apr. 30, 1951 (before 
mail pay): 


COIEINE | 1G WII aii cotter tt ecenentdounchcemcaete eee $1, 598, 717 
Total GUT Bishi d etc ai a 2, 022, 980 
LEE SNE NG isin igri as hoi teas cats wilecnaaigebehatreknasiaheiies ene nies thine dei 424, 263 


Total losses in periods prior to receipt of subsidy 
SU ca re can a re ee annie chad 763, 569 
Costs and expenses not considered for mail-pay purposes, 
May 1, 1951, through Dec. 31, 1956: 
Capital stock expenses for additional capital required 




















SOP I TN  ireicchinirdt a cciina cate elias taht $26, 127 
Interest and penalties on delinquent taxes__...____ 45, 642 
Cattiiication: Com; Gack’ Dae aa x cectincittcicteicinieniicemese 84, 672 
Injunction case and exemption certificate expenses__ 23, 441 
MORGDOLS CRAG ORONO i oan vices iin teien ee 50, 396 
Corporate organizational expense writeoff__._._______ 4, 649 
——————._ 234, 927 
Total reduction in capital not considered for mail pay _...___- 998, 496 
EXHIBIT 5 
Cash position in purchasing new equipment such as F-27’s 
Year Cash require- | Depreciation Cash need 
ments offset from profits 
stint ninco aniiniciedicilpeatanl ieee - iiesadelancanndiaaaiiaiah 
aR ih onus atskn aden mie aoe $190, 000 0 1 $190, 000 
Weed 2.6 dieseasc hhc rks ceanamckabuawesecas een 640, 947 $171, 474 1 469, 473 
oh cis en es eae sopecneee 279, 415 171, 47 107, 941 
Wcion a csasbacocabioes caine hanegeda ee 267, 072 | 171, 474 95, 598 
es eat g Bar toa 5 wcaneaees 254, 730 | 171, 474 | 83, 256 
Ne sat co can dnincehiemaokeatomnre donee 242, 388 171, 474 | 70, 914 
WI kn decisis vgnin seks desis sicch iunitcloe Se ceca aero 230, 046 171, 474 | 58, 572 
i ee an es | 217, 703 | 171, 474 | 46, 229 
OST SL 8S BASE SSE 3S See Tere 99, 024 | 171, 474 | (72, 450) 
|—— = 





—| — 
OS net wi ae eee eee 2, 421, 325 | 1, 371, 792 1, 049, 533 


1 Cash requirement would be reduced by sale of 2 or 3 DC-3 aircraft at $125,000 cash. 
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CASH REQUIREMENTS TO PURCHASE NEW EQUIPMENT 


ist year: 


Deposit with letter of agreement for 3 aircraft__________ 
Deposit with purchase agreement for 3 aircraft_________ 60, 000 


Deumeepeunens, 160 Sirerate. 50, 000 

Downpayment, 2d a@ircraft.___.--_--___- 50, 000 
2d year: 

Downpayment, 3d aircraft.....=-....--.._.-_.-_______ 50, 000 

Eas ws pares and spares... =.=. ..._............. 438, 425 

aueeee Tepe ymont. oe ne ew 108, 638 

peeerent on lomn. 220229) 2k i eS kek 2 48, 884 
3d year: 

GR RFs a ores tess 205, 704 

a a faite Bei tah alie oceanic seks a 73, 711 
4th year: 

BE SOIL eee ee eee Oe Og esa 205, 704 

paeerest on-lean..===~ <==. — 2 oe eezsicscccapsccccccs 61, 368 
5th year: 

een Pepeyment... tei Ea EO a ee Set 205, 704 

Interest 60. 3000... eee nccccccsccccscceseccce2t ts 49, 026 
6th year: 

DORR I nn 8 ae 205, 704 

Enterest’ Gn tOeGh.....-ccsccccnsccucccncccascnncn fz 36, 684 
7th year: 

I a, 205, 704 

Teerest-en-loan 00 2k re ee ee its 24, 342 
8th year: 

I i rn calle da Mi Setecabias 205, 704 

IN is cssitninctcrenssciihe divesiticeoresastcecicgsrgiintpnilabpiiiciipnsnstah ani aabaiaaak 11, 999 
9th year: 

I chal i ncecnsatinaestsctcpl comedies Aegaa ls Wecitinia data aatid 97,138 

nT, UN Nee Ee a a aicach en chan ermmeserennesetis 1, 886 


EID CUR DI SOM cence aS ER enema aaa 


EXHIBIT 6 





$190, 000 


640, 947 


279, 415 


267, O72 


254, 730 


242, 388 


230, 046 


217, 703 


99, 024 


2, 421, 325 


Comparison of direct operating costs per seat-mile of various types of equipment, 





based on TPA operation 








[In cents] 
spingeincnenincetn . eee — gence eee eee sey _— as 
TPA 
experi- | 
ence F-27 Herald | Safari CV340 
with | | 
atleast acm siaelnaciesiy —_ - nee — | 
Flying operations___.._..___- : a fale 1.17 1.00 | 1.01 | 1.13 | 1.16 
Direct maintenance ---._ . 38 . 38 | . 5A | 45 | .39 
ee Pasian , 1. 55 | 1.38 | 1. 55 | 1.55 


1.58 | 


Norte.—Based on 3 aircraft with 44-seat configuration operating 1,010,326 aircraft-miles per year. 
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Mr. Apams. Also, I would like to submit for the record a copy of 
the resolution adopted by the Territory of Hawaii memorializing the 
Congress of the United States to enact legislation for extension of 
Federal guaranties for purchase of new flight equipment by Ter- 
ritorial scheduled airlines. 

Mr. Friepeu. If there is no objection, it will be so ordered. 

(Resolution referred to follows :) 


TERRITORY OF HAWAII 
OFFICE OF THE SECRETARY 


This is to certify that the attached copy of Joint Resolution 46, enacted by the 
Legislature of the Territory of Hawaii in its regular session of 1957, is a true 
and correct copy of the original which is on file in this office. 

In witness whereof I have hereunto set my hand and caused the great seal of 
the Territory of Hawaii to be affixed. 

Done at Iolani Palace, in Honolulu, this 13th day of June A, D. 1957. 

[SEAL] FARRANT L, TURNER, 

Secretary of Hawaii. 


JOINT RESOLUTION 46 (S. J. Res. No. 25) 


Joint resolution memorializing the Congress of the United States to enact legis- 
lation for extension of Federal guaranties for purchase of new flight equipment 
by Territorial scheduled airlines. 


Whereas air transportation within the islands of the Territory of Hawaii is 
essential to the well-being and welfare of the population of all the islands; 
and 

Whereas the Territory of Hawaii is uniquely dependent on air transportation 
for the movement of passengers between islands and for the conduct of their 
daily business ; and 

Whereas the progress of air transportation within the islands is in the in- 
terest of the commerce and the defense of the Territory; and 

Whereas the Civil Aeronautics Board has been reported to be prepared to rec- 
ommend to the Congress of the United States a program whereby the Federal 
Government will guarantee scheduled airlines’ purchases of new flight equipment : 
Now, therefore, be it 

Enacted by the Legislature of the Territory of Hawaii: 

Section 1. That the Congress of the United States be and hereby is memorial- 
ized to enact legislation for the purpose of helping Territorial scheduled airlines 
to obtain new flight equipment through extension of Federal guaranties for pur- 
chase of such equipment. 

Section 2. That certified copies of this joint resolution be forthwith transmitted 
to the President of the United States, to the President of he Senae, to the Speak- 
er of the House of Representatives and to the respective chairmen of the Com- 
mittees on Interior and Insular Affairs and the Committees on Interstate and 
Foreign Commerce of the Congress of the United States, to the Chairman of the 
Civil Aeronautics Board and to the Delegate to Congress from Hawaii. 

Section 3. This joint resolution shall take effect upon its approval. 

Approved this 7th day of June 1957. 

SAMUEL WILDER KING, 
Governor of the Territory of Hawaii. 


Mr. Apams. In connection with the statement of Mr. Benz, I would 
like to submit for the record two letters, one from the American Se- 
curity Bank of Honolulu, T. H., and the other from the Liberty Bank 
of Honolulu, Honolulu, T. H., both of which letters indicate their 
relationship with TPA, ‘and their opportunity to loan their money all 
hinging upon the passage of legislation similar to H. R. 7993. 


9505 
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(The letters referred to are as follows :) 


AMERICAN SECURITY BANK, 
Honolulu, T. H., June 138, 1957. 
HONORABLE CHAIRMAN, 
Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D. C. 

Dear Srr: Through press releases and the advice of Trans-Pacific Airlines, 
Ltd., we have learned that the House of Representatives is considering enact- 
ment of legislation to aid airlines in the purchase of new aircraft, under bill 
No. 7993. 

We are particularly interested in this bill because any guaranty of loans by 
the United States Government will help lending institutions, according to their 
capacity to make loans, where they ordinarily will not. This is illustrated by 
the Federal Housing Administration program which has made available thou- 
sands of homes to the people of America because of the guaranteed or insurance 
feature of these loans. 

Trans-Pacific Airlines has done an outstanding job in air transportation for 
the people of Hawaii, and no one knows better than our people what this serv- 
ice means, when at one time we had only one airline in a community of almost 
a half a million people with no surface transportation, solely dependent upon 
air transportation from island to island. You on the mainland may travel by 
automobile but here in the islands, we must either communicate by boat or air- 
planes. The time has now come for Trans-Pacific, and we imagine many other 
airlines, to replace old equipment and these guaranteed loans will make possible 
for this and other airlines to obtain financial assistance. Congress has provided 
assistance in the maritime industry by providing guaranteed loans to ship- 
owners; it is a logical and necessary step to include air navigation into this 
program of assistance. 

The generality of the foregoing must have been recognized, else the bill would 
not have been suggested but we hope by this letter to show the local interest and 
need for this kind of legislation and also to point out the unique application of 
this bill in a particular place, and a particular locality. 

Respectfully submitted. 
Perer A. Lee, Executive Vice President. 


Subscribed and sworn to before me this 13th day of June 1957. 


Notary Public, First Judicial Circuit, Territory of Hawaii. 


My commission expires June 30, 1957. 


THE Liserty BANK OF HONOLULU, 
Honolulu, T. H., June 14, 1957. 
Honorable CHAIRMAN, 
Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D. C. 

DeaAR Str: We understand that your committee is now considering House bill 
7993, designed to assist local service and Territorial air carriers in their reequip- 
ment program by having the Federal Government guarantee loans to purchase 
new equipment. 

This bill appears to have significant merit. Such legislation would be of great 
public interest in furtherance of air transportation in the Hawaiian Islands, 
particularly because air transportation is the sole means of linking our various 
island communities. 

Trans-Pacific Airlines, Ltd. has requested on several occasions that we help 
them in the financing of new equipment. Their financial need to purchase new 
equipment is in the amount of approximately $1,500,000. 

We have reviewed their operating results of the last 11 years, and particularly 
the last 8 years when they have been certificated to operate as a common carrier. 
We have also reviewed their balance sheet, which reflects a deficit net worth, 
although, according to their management, the probable market value of their fleet 
of aircraft is approximately $500,000, which is substantially higher than the 
book value. Their record of earnings has been poor in spite of their having made 
advances in traffic carried. 
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Their financial records make it impossible for us to negotiate any loan through 
our banking connections. After a thorough review of their financial condition, 
we are of the opinion that no banks would consider making an equipment loan 
unless some additional security was available, such as a Federal guaranty. 

If the Federal Government were to guarantee the loan, we feel that Trans- 

*acific Airlines, Ltd., would be in a far better position to negotiate financing the 
purchase of new equipment. Federal assistance in this particular case would be 
desirable inasmuch as the operation of airlines is under the control and jurisdic- 
tion of the Civil Aeronautics Board, which would be in the best position to safe- 
guard the extension of credit. 

We understand, too, that many carriers are relying on Federal subsidies to 
maintain their operations. Inasmuch as subsidies are granted to these airlines, 
the offer of Government loan guaranties would be consistent and desirable in 
assisting airlines to purchase the more economical equipment that is necessary to 
reduce their subsidies and offer the long-term prospects of profitable operation 
in which we, as bankers, must be interested. 

Respectfully submitted. 

C. T. Wona, Erecutive Vice President. 


Subscribed and sworn to before me this 14th day of June A. D. 1957. 


Notary Public, First Judicial Circuit, Territory of Hawaii. 
My commission expires January 9, 1959. 


Mr. Apams. I would also like to submit for the record a statement 
from Mr. Robert C. Reeve, president of Reeve Aleutian Airways, 
Inc., who is unable to be here. But copies of his statement will be 
available for members of the committee. 


Mr. Frriever. Without objection it will be incorporated in the 
record. 
(The statement above referred to is as follows :) 


STATEMENT OF Ropert C. REEVE, PRESIDENT OF REEVE ALEUTIAN AIRWAyS, INC., 
IN Support or H. R. 7993 


My name is Robert C. Reeve, and I am president of Reeve Aleutian Airways, 
Ine., a certificated Alaskan air carrier. I most regret that I am unable to 
appear and personally testify at this hearing. The reason for this is that in 
addition to being president of RAA, Inc., I am its general manager, superin- 
tendent of operations, and acting superintendent of communications. The 
pressure of these responsibilities dictate that I remain on the job in Alaska in 
connection with our highly accelerated seasonal activities in cannery move- 
ments and transportation for DEW line contractors. 

For 11 years, RAA, Inc., has operated the longest twin-engined overseas 
operation under the American flag, to the Pribilof and Aleutian Islands. Our 
air routes terminate at Attu, 225 miles from Soviet Russia. For 11 years, we 
had operated this air route with twin-engined aircraft without accident or loss 
of life, at the same time, maintaining the highest rate of completion of schedules 
of any carrier under the American flag. 

In 1956, it became apparent that such a twin-engined overseas operation 
could not be continued indefinitely without facing eventual loss of aircraft 
and human life. With the anticipated construction of six distant early warning 
sites on our route, it was also apparent that the demands for our services in 
1957 would double, and possibly triple. For these two reasons, it was resolved 
that a 4-engined Douglas DC~4 aircraft, with its more than 4 times load capacity 
overseas aS compared to a DC-3, was a vital requirement for the continuation of 
our service, both on a safety and service basis. 

Preliminary measure for the acquisition of a DC-—4 was naturally of a 
financial nature. We posed our requirement to our bankers, the National Bank 
of Alaska, and the Seattle-First National Bank of Seattle, for a loan of $500,000, 
secured by the assets of RAA, Inc. The first question we were asked by these 
banks was, “Will the CAB recognize this investment for mail-rate purposes?” 

An inquiry directed to the Bureau of Air Operations in this respect elicited an 








48 AIRCRAFT EQUIPMENT LOANS 


informal, but nevertheless definite, negative answer. RAA, Inc., does not dis- 
pute this opinion as our DC-8 operation had been successful in the past, and 
our increased space requirements were for months projected in the future. 
However, our problem was nevertheless unsolved. 

On the basis of proposed nonrecognition of such a proposed increase in our 
base investment by the CAB, these banks refused to grant the required loan 
unless additional security was advanced. 

After considerable negotiation, a $500,000, 5-year loan at 6 percent was eventu- 
ally negotiated under the following terms: 

1. Pledge as x:iditional security the 90 percent personal stock interest of 
R. C. and Janice Reeve in RAA, Inc. 

2. Pledge as additional security, the assets of Reeve Alaska Airmotive 
privately owned by R. C. and Janice Reeve, with a conservative market 
value of $200,000. 

8. Pledge as additional security the 57-percent controlling interest in 
Kennedy Hardware, Inc., privately owned by the Reeves, with a conserva- 
tive market value of $165,000. 

4. Pledge as additional security the 57-percent privately owned control- 
ling interest of the Reeves in the Terminal Building Corp., with a conserva- 
tive appraised market value of $140,000. 

5. The signature of R. C. and Janice Reeve as individuals on the note, 
in addition to tangible security. 

In addition to the above security, the banks received mortgages on the Douglas 
DCH4, 3 Douglas DC-—3’s, 2 Sikorsky S—43’s, 1 Grumman Goose, and all aircraft 
engines in RAA’s possession. 

The acquisition of this Douglas DC-4 proved most wise in view of our highly 
accelerated traffic demand starting in April 1957. It would have been impossi- 
ble for us to conform to the demands for our service had we not made this move, 
naturally, also, to the serious detriment otherwise to the national defense. We 
likewise contributed substantially to future safety with a four-engined aircraft 
capable of safe overseas operations. Incidentally, we had resolved to suspend 
overseas operations if we had to continue flying DC-3’s overseas. We solved 
our problems in every respect. 

In conclusion, your committee is provided with a current example of the fi- 
nancial tribulations of an Alaskan air carrier, wherein two private individuals 
provided substantial personal means to insure the perpetuation of service most 
critical to the national defense, not to mention miscellaneous travel and can- 
nery operations that contribute a substantial sum to the national weaith. In 
effect, the Reeve family were privately financing the United States Government— 
subsidizing might be the appropriate designation. 

This is just a current situation. The Reeve family has privately financed 
the United States Government in more ways than one since 1946, in the conduct 
of RAA, Inc. 

As principal stockholders of RAA, Inc., we are, on the other hand, determined 
to conduct our operations on a self-sufficient basis, with as little aid from the 
Government as possible. We consider ourselves fortunate in our ability to do 
so. Our experiences are nevertheless basic inequities pertinent to your hearings. 
I might also add that additional parts, engines, and accessories for our DC—4 
depleted our working capital an additional $100,000, to the extent that we are 
presently existing hand to mouth in an effort to keep current in our obligations. 
Due to depreciation schedules and Federal taxes, it will take us years to regain 
this working capital, and be in a favorable position in this respect. 


Mr. Apams. Thank you very much, Mr. Chairman and gentlemen 
of the committee. 

Mr. Freeper. Thank you. 

Who would you like for us to call as the next witness? 

Mr. Apams. I should like for you to call as the first witness Mr. 
G. Robert Henry, executive vice president of Bonanza Air Lines, Inc., 
Las Vegas, Nev. 

Mr. Frrepet. We will be glad to hear you, Mr. Henry. 
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STATEMENT OF G. ROBERT HENRY, EXECUTIVE VICE PRESIDENT, 
BONANZA AIR LINES, INC., LAS VEGAS, NEV. 


Mr. Henry. Mr. Chairman and gentlemen. 

Mr. Frreper. Are there any airline operators here who cannot be 
here tomorrow who might be heard today ? 

Then you can all be here tomorrow. 

You may proceed, Mr. Henry. 

Mr. Henry. Mr. Chairman and other distinguished members of 
this committee, I am one of the witnesses who flew all night last night, 
so I am not so sure at this point that I am one of the live witnesses. 

My name is Robert Henry. I am executive vice president of Bo- 
nanza Air Lines, and I appear before you here today on behalf of that 
company. I am extremely grateful to you for this opportunity. 

Bonanza, as you know, I am sure, is a local service air carrier pro- 
viding scheduled passenger, mail, and property service in the States 
of Nevada, Arizona, and California. And we have recently been 
authorized by the Civil Aeronautics Board to extend our air services 
into the State of Utah over a new route between Phoenix and Salt 
Lake City, providing both allstop and nonstop services. 

We appear here today in support of legislation proposed to Con- 
gress by the Civil Aeronautics Board to facilitate a reequipment pro- 
gram within the local and territorial air service industry. 

We support this bill and we specifically support the capital gains 
legislation which is before you. My remarks, however, will be 
primarily directed to H. R. 7993. 

The end purpose for which this legislation is proposed is, as we 
see it, twofold. In the first place, it will be of direct and very sub- 
stantial benefit to the American public. If things continue as they 
now are—without a requirement program—the millions of people in 
some 500 cities utilizing the air services of the local and territorial 
airlines are pretty largely condemned to flying in obsolete, hand-me- 
down trunkline equipment—equipment that was developed in 1933, 
or 22 years ago. It 1s slow, cramped, unpressurized, and wholly un- 
economic. As things now stand, this situation is very likely to con- 
tinue to exist because few if any local carriers will be able to arrange 
for the financing necessary to replace these obsolete aircraft with 
modern and more economic aircraft. 

In the second place, this proposed legislation would, if adopted, 
lead to a drastic reduction in the subsidy payments required for this 
industry, by enabling the local and territorial airlines to obtain more 
economic equipment—equipment that can be operated at a sub- 
stantially lower unit cost, and which will attract a substantially 
greater volume of traffic. 

In our judgment the subsidy required for this industry can be 
eliminated through two principal courses of action. The first is route 
strengthening; the second is an equipment replacement program that 
will make it possible for these carriers to obtain a modern and eco- 
nomic aircraft that will attract more traffic, and enable us to service 
that traffic efficiently. 

We believe this to be the program that the Civil Aeronautics 
Board itself is pursuing. We believe that this legislation is an es- 
sential part of that program. 
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There is no doubt in our mind about the Board’s determination to 
eliminate the subsidy needs of this industry, and to do so in a manner 
wholly consistent with the air transportation public service needs of 
this Nation. I think you will find that throughout the country, as 
opportunities present themselves to the Board in route proceedings. 
the Board is making every effort to strengthen the route structure of 
the local service carriers in every way that is reasonably consonant 
with the general character of this echelon of our air-transport net- 
work. That is one of the Board’s basic responsibilities, and it seems 
to us that they are meeting it with a great deal of reason and courage. 

The Board also has another major responsibility and that is to 
recommend needed legislation to the Congress. In creating the Civil 
Aeronautics Board, Congress impressed upon the Board the major 
responsibility for developing a sound air transportation system in the 
interests of the commerce, the postal service and the national defense. 
They are the expert body that you have created to handle the enor- 
mous and highly complex problems of civil aviation in order that 
this country would have an air transportation industry second to none. 
I’m sure you will agree that this objective has been achieved. But 
in furtherance of this continuing responsibility, it is incumbent upon 
the Board to recommend to Congress such legislation as the Board 
in its judgment deems necessary to serve and promote the purposes 
for which the Board was created. 

Here, too, we believe the Board has fully and aggressively met. its 
responsibilities. This legislation before you today is notably illustra- 
tive of the Board’s diligent adherence to this responsibility. This 
was no industry proposal. This was conceived, developed and pre- 
sented by the Civil Aeronautics Board. They have wrestled long and 
hard with the problem of subsidy; and they believe that the proposed 
legislation will contribute materially toward the elimination of sub- 
sidy. Bonanza believes this to be true, and believes the proposal to 
be sound. 

We believe that it will accomplish its purpose. We are indeed 
grateful to the Board for the initiative and vision that is here re- 
flected. We are extremely pleased with their deep interest in the 
future welfare of this industry and the public it serves. 

The Board has known now for a long time that, as a practical 
matter, it would be impossible for the local service industry to be- 
come subsidy free so long as a substantial portion of its operations 
are performed with DC-3 equipment. 

The Board has endeavored to induce the manufacturing industry 
to build a replacement for the DC-3 aircraft. Bonanza itself, along 
with others in this industry, has participated in this effort. On 
several occasions, too, the Board has sought prototype legislation for 
the purpose of providing the local service industry with a modern 
aircraft suited to their economic and traffic needs. 

Bonanza has made a rather comprehensive analysis of the DC-3 
and other types of equipment that might be considered as a possibil- 
ity for the DC-3 replacement in our type of operation. I would like 
to leave with this committee copies of that study, but I would also 
like to tell you briefly what it shows. 

On page 6, and also on chart 6, the most important thing that it 
shows respecting the DC-—3’s is that the local service industry would 
have to have an average load factor of 98 percent before it could 
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obtain sufficient commercial revenues to meet its cost of operations. 
That, as you can well imagine, is wholly unattainable. More than 
that, however, it is even unapproachable. Even today, the trunkline 
industry, with its extremely heavily traveled route network, is able 
to obtain an average load factor of only about 65 percent. 

I realize that there are other calculations as to the average load 
factor that would be required for the DC-3 operators to break even 
without subsidy. We have found in our analyses, as has the Board’s 
staff, that as your traffic volume increases, there are also some indirect 
cost increases that result therefrom. Our study here properly reflects 
those additional costs. Those are costs which must be met with addi- 
tional revenue before it is possible to break even. 

For this reason we feel that our analysis is a more accurate repre- 
sentation of the average load factor that would be required by the 
DC-3 operators in order to obtain sufficient commercial revenues to 
cover the cost of the operations. 

In any event, this one fact remains crystal clear to all of us in the 
industry, and to the Board itself, and that is that it is an economic 
impossibility for the DC-3 local service industry to become subsidy 
a with the operation of DC-3 aircraft. As the Chairman of the 

‘ivil Aeronautics Board has testified— 


not a single trunkline would be operated without subsidy at present fare levels 
if DC-—8 equipment had not been replaced by more modern, more economical 


aircraft. 

Our analysis of the Fairchild F-27 jetprop aircraft, a copy of which 
I have given you, shows on pages 13 and 14, and on chart 12, the eco- 
nomic effect of the F-27 on Bonanza’s operation. We took the 
Bonanza route system as it then existed—without any assumption of 
route strengthening—and then forecast the results to be experienced 
after the introduction of three F_27’s into the operation. The analysis 
shows that in the first full year of normal operation, following a rea- 
sonable shakedown and integration period, Bonanza’s break-even need 
subsidy requirements would be cut nearly in half. This is not yet the 
elimination of subsidy, but it is remarkable progress. 

Bonanza’s operation will be on its soundest economic footing when 
the DC-3’s are entirely replaced. Three F-27’s will reduce the sub- 
sidy substantially. Three more will reduce it substantially further. 
Six F-27’s are considered to be the very minimum number required 
for our operation. We have obtained financial commitments for the 
first three of these aircraft, but the terms may well be unduly harsh, 
for these have not been finally resolved. 

The seat-mile cost of the F-27 is one-third lower than that of the 
DC-3. The DC-3, by its enormous contrast with modern aircraft, is 
rapidly reaching the point where it will actually discourage air travel. 
The F-27, with all of its advantages of speed, air conditioning, pres- 
surization, remarkably low noise level, and the vibration-free charac- 
teristics of the jet-type aircraft, will attract a substantially larger 
volume of air traffic. 

However, there is, as you know, a substantial difference between the 
capital cost of an antiquated, war-surplus, uneconomic DC-3 and a 
truly modern and economic aircraft. The replacement aircraft will 
cost from 6 to 7 times as much. The problem of financing these much 
more expensive aircraft becomes monumental. 
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It is true, of course, that the entire industry faces this problem as 
we move into the jet era. It is not true, however, that all of us are 
similarly or equally well equipped to meet that problem. When the 
trunk carriers approach lending institutions to meet that problem, 
they approach them with a comfortable record of earnings. We ap- 
proach them with an uncomfortable record of losses. The trunks 
approach them with a need sufficiently sizable to offer the lending 
institutions the prospect of highly profitable benefits. We offer them 
very meager and very limited opportunities. The trunk industry 
is now dealing in commitments exceeding $2 billion. Ours is but an 
infinitesimal part of such an amount. ‘The trunks seek financing for 
aircraft that have a worldwide resale market of enormous propor- 
tions. We seek aircraft that are tailored to serve the very specialized 
needs of a very limited number of local service or short-haul carriers, 
and consequently have a very limited resale market. 

Acceptance by the major trunklines of this Nation of a particular 
type of aircraft creates a world market for that aircraft, and the lend- 
ing institutions are well aware of that fact. 

Acceptance by a small local service carrier of a particular type of 
aircraft merely makes the lending institution wonder whether or not 
the aircraft will prove to be successful. Our own analysis of the F-27 
convinces us beyond any doubt of the economic adaptability of this 
aircraft to our type of operation. But the conviction of an operating 
management in this field is entirely different from the conviction of 
bankers with limited analytical resources for this type of problem. 
This is aggravated by the fact that the bankers now have virtually 
unlimited demands on their money. The money market is extremely 
tight. It is a truly discouraging matter to try to concern them with 
our relatively minor problems of finance. 

Yet we must have new aircraft; for without them, these things can- 
not be changed. We must have new aircraft to become self-sufficient. 
We must. have new aircraft to establish an earnings record; to reflect 
economic health and stability; to expand our services and to develop 
the traffic. We must have new aircraft to properly serve the public. 

Now I would like to discuss the concept of this bill for a moment. 
It does not and will not require the Government to make payments on 
the money borrowed under this guaranty. Such a situation would 
arise only in the event that the borrowing airline failed to make good 
on its own repayment obligations under the terms of the loan. 

I do not know of a single instance where any scheduled airline of 
this Nation has failed to make repayment of moneys borrowed for 
the purchase of equipment; nor is there any reason to believe that 
such a situation will ever arise in the future. There does not, there- 
fore, appear to be the remotest prospect that the Government would 
ever be obligated under this legislation to take over a carrier’s pay- 
ments. 

On the contrary, the Board actually anticipates that the guaranty 
fees will more than offset the cost to the Government of this program, 
a cost that, will be almost entirely related to the expenses of admin- 
istration. 

My second point regarding the concept of this proposed legislation 
is that all borrowing under this law would be under Government 
supervision, or more specifically, under the supervision of the Civil 
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Aeronautics Board; and such supervision would clearly go to the pur: 
pose, amount and duration of such loans. No borrowing could be un- 
dertaken under this law without prior CAB evaluation and approval. 
Thus the borrowing would be under the careful and expert supervision 
of the agency which Congress has charged with responsibility for 
the development and economic soundness of the airline industry. 

My next point is that this proposed law does not place any really 
new or substantially different obligation upon the Government than 
already exists under present law—the Civil Aeronautics Act of 1938, 
as amended. Under the subsidy provisions of that act, the Govern- 
ment already insures that the carriers will be provided with such 
moneys as are necessary under “honest, economical, and efficient man- 
agement” to enable the carriers to provide such air services as the 
CAB finds required for the public convenience and necessity. 

The “public convenience and necessity” embraces those services 
found by the Board to be required in the interest of the commerce 
of the United States, the postal service or the national defense. This, 
of course, includes moneys for depreciation expense related to new 
aircraft, thus allowing a carrier the recovery of the major capital cost 
of new aircraft over a period of time geared to the recognized service 
life of such aircraft. 

On this basis, and on the basis of their earnings record, the major 
trunklines of the country were able to show a sufficiently solid founda- 
tion to enable them to attract enough equity and debt capital to finance 
the purchase of new airplanes. 

In addition to the availability of subsidy, and the existence of an 
earnings record, however, there was the fact that the trunklines were 
operating over the major, high density traffic routes of the Nation. 
There were no profitable air routes except those operated by the trunks, 
and there was widespread optimism over the future growth of air 
transportation—a growth which would accrue largely to the benefit of 
the trunk carriers because of these extremely rich routes. 

To illustrate the significance of this point, as it actually developed, 
the entire trunkline industry in 1938 flew fewer revenue passenger- 
miles than does the local service industry today. Yet, American Air 
Lines alone today flies nearly eight times the number of revenue pas- 
senger-miles flown by the entire local service industry. 

In any event, I am sure that lending institutions never questioned 
this Government’s determination to keep those trunk airlines in busi- 
ness, or questioned the ultimate profitability of the routes being oper- 
ated by the trunks, I think you must know that their attitude and 
confidence is totally unlike that with respect to the local service 
industry. 

The earnings record of the local service industry operating a type 
aircraft that is neither economic, modern, nor otherwise attractive to 
the public, and the relatively lean appearing traffic prospects of our 
route structure have been such that the local service industry has been 
unable to establish any credit position in financial circles suitable for 
the financing of a really effective reequipment program for the replace- 
ment of the DC-3. The ear nings record of the local service industry 
is something less than zero. During the past 6 years from 1950 
through 1955, the industry shows a net operating loss of $884,000. A 
negative earnings position for an industry operating nearly 200 air- 
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craft, serving about 200 cities and flying over 60 million miles a year, 
you may be assured is nothing to encourage bank financing. The sub- 
sidy guaranty is still in the law; but banking circles have no under- 
standing of it or warmth for it in its relation to the relatively small, 
relatively localized and relatively unknown local carrier industry with 
a wholly inadequate earnings record. 

For many years this local industry was classified as temporary and 
experimental. Despite permanent certification—which I will discuss 
in a moment—that concept has not been entirely erased. Our depend- 
ence upon subsidy and our poor earnings record keep that question 
mark as to our permanency vividly alive in the minds of the banking 
institutions; and, I might add, we have no “big business” reputation 
upon which we can capitalize at the lending institutions. The nature 
of the business is not understood by the banks. 

We sorely need the stature and assurance that can be provided by a 
Government guaranty bill such as this. Although this bill does not 
in substance provide for anything that does not already really exist, 
it recasts this guaranty in a new form—a form which lending institu- 
tions can readily understand—a form on which they will readily rely. 
They simply do not understand the present law against the backdrop 
of the local service industry. 

The proposed guaranty makes the matter of a guaranteed repayment 
dasidieketty clear and it is now quite certain that they will readily 
lend money to the local service carriers under the proposed new law. 
Moreover, they will lend it at a lower cost to the carrier, and they will 
lend it for a sufficiently long period of time to permit repayments out 
of the cash flow from depreciation. The Board’s depreciation policy 
will undoubtedly require the amortization of the aircraft over a period 
of from 7 to 10 years, and for this reason it is essential that the loan 
paybacks be scheduled over a similar period. 

Also under the bill, there is nothing mandatory about reliance upon 
this legislation. As a matter of fact, under this proposal a carrier 
cannot rely upon this legislation if it can obtain its financing under 
reasonable conditions elsewhere. The Board itself would have to be 
reasonably satisfied that reliance upon this legislation for the purpose 
of financing is necessary. 

I want to touch briefly on the subject of the permanent certification 
legislation which the Congress passed in our behalf in late 1955. The 
individual carriers in the local service group had somewhat varied 
ideas as to the manner in which permanent certification would aid our 
industry, but we were generally in accord that the elimination of our 
tenuous status would make a substantial contribution toward the solu- 
tion of most of the problems facing us—as we then knew them. We 
had constantly recurring certificate renewal proceeding costs, ranging 
from $50,000 to $100,000 in each case. 

We had difficulty entering into any long-range contracts; it was not 
reasonable to contract for large supplies of engines and spare parts 
and thus obtain the cost reduction that results from quantity orders. 
Morale was at a low ebb, and employee efficiency left a great deal to be 
desired. There was no security, and there was mighty little stability, 
either in the airlines or in communities where reliance on our continued 
service was a critica] factor. The financing problems that we faced 
were unbelievable. 
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Now I simply want to say, in this respect, that we are deeply grate- 
ful to Congress for that legislation, for it has, in fact, cured most of 
those problems. Within our operations we have employee security 
and stability; we have adopted a retirement program; we make long- 

range commitments; we take advantage of volume price breaks; we 
have greater efficiency; and we have been able to arrange and have 
arranged the financing for additional DC-3 aircraft and other less 
costly projects. Per manent certification put to an end the very large 
question of whether this industry should be dissolved or not. 

I bring this up, not only to take this opportunity to thank you 
for what you did for us, but also because I know that you must wonder 
why this has not also resolved all of our financing problems. For 
obviously if it had, we would not be here today. There are several 
reasons why it has not, but I'll discuss only the principal ones. In the 
first place, it did solve the major financing problems that we then 
faced. It enabled us to buy such additional DC-3’s as we required. 

The problem in this respect that brings us here today is quite differ- 
ent from the one that confronted us on permanent certification. A 
replacement for the DC-3 at that time was no more than a dream. 
There was nothing tangible that could be foreseen as the logical or 
probable replacement for the DC-3. Nor was there any way in which 
we could affix a price tag to this mythical image. That is our problem. 
For today aircraft are being built to replace the DC-3, and the price 
leaves nothing to the imagination. The replacement aircraft, with 
spare engines “and spare parts, is well over six times as great as the 
price we were paying for DC-3’s and spares when we urged our per- 
manent certification. This is partly due to air transportation’ S very 
sudden and very unexpected emergence in the jet era; it is partly due 
to the cost increase in aircraft manufacturing ; and it is in great 
measure due to the vast superiority of the replacement aircraft. 

Nevertheless it is here, and it poses a wholly unanticipated problem 
in financing. Moreover, it poses it at a time when every airline in 
the country, is scouring the depth and breadth of the land for avail- 
able dollars to meet the same type of problem. It is one that could 
easily give rise to a situation where the strong will become stronger 
and the weak will be plowed under. 

But it is not one that we should run from, simply because it was 
unanticipated. The capital cost of the aircraft is great; but it makes 
economic sense to pay that cost. The F-27 will operate at a sub- 
stantially lower seat-mile cost than the DC-3, and it will attract 
substantially more traffic and serve it far better over an extended 
period of time. The overall economics spell but one thing—a sub- 
stantial reduction in dollar subsidy requirements. 

More than that, in fact: A total fleet conversion to this aircraft in 
our operation, together with a strengthening of the route structure, 
means the total elimination of this subsidy pr oblems. It isan expendi- 
ture that will be highly beneficial to the public, to the Government, 
and to our industry. And we need your help to make it possible for 
us to make this transition. 

There are two additional matters that should be mentioned for the 
record. There are presently before this Congress two other bills that 
are designed to aid the airline industry in meeting the financing prob- 
lems of the oncoming jet age. Each is different in its scope, purpose 
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and technique. Their usefulness to particular carriers will be varied 
and dependent upon a number of factors. But each will no doubt 
serve a very useful purpose within the industry. The first is the so- 
called capital gains bill. If subsidized carriers make a profit from 
the sale of old equipment, this bill would enable them to retain the: 
capital gains for the purpose of reinvesting those funds in new equip- 
ment. Obviously, this will help many of these carriers in their financ- 
ing program, and, as I say, it will help them in varying degrees, 
depending on the circumstances. 

The circumstances, will, of course, change from time to time, even 
with respect to any given carrier. This bill should be helpful to all 
subsidized carriers. We do not believe that it will by any means 
meet the major problem or the local service industry, but it will cer- 
tainly be an aid. 

We may well benefit the least from it, because the current value 
of the local service equipment is the lowest and probably the least 
stable of any in the industry. Be that as it may, we are still in favor 
of the legislation, just as we were last year, as a means of providing 
help to the subsidized industry in their general financing problems. 

The second bill that has been submitted is the so-called equipment 
trust bill. That bill provides for an amendment of the Bankruptcy 
Act so that in the event of the Bankruptcy of a carrier, the holder of 
the trust certificate on the aircraft could take immediate possession of 
the plane. 

In essence, it would establish a prior lien. It is similar to a chattel 
mortgage, without the disability that the aircraft lender must share 
with other creditors in a division of the assets of the bankrupt. This. 
too, may help the industry to surmount its financing problems. If it 
will do that, then we believe it should be enacted into law. 

There are, nevertheless, a few comments that I would like to make 
on this subject. As far as the local service industry is concerned, I 
am convinced that this bill can be no more than a partial answer to 
the problem at best. It is entirely possible that some of our group 
will be able to obtain some limited benefits from such legislation. 
Certainly many of the trunks may benefit more from that bill, for 
they may also have the companion and prerequisite credit position to 
go with it. But we can in no way conclude that this will solve the 
— of their problem. Nor do any of them that I know say that it 
will. 

We have discussed this proposal with many banking institutions in 
the western part of the country, and the simple fact is this: for 
our purpose and for our needs, the equipment trust proposal has 
no appeal to them. They are totally disinterested. We have been 
advised by no bank or other lender that we can count on all, or even a 
portion, of our financing reauirements on the streneth of that hill 
Nor has our association. 

Tf other carriers can obtain some help from it, we would be in favor 
of it, as we would be the first to recognize that the general financing 
dilemma is real and pressing, and that the situation can vary radically 
from carrier to carrier. Its proposed benefits, however, are wholly 
theoretical as far as we are concerned. The cold fact, as we under- 
stand it, is that it will not help our need. 
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In closing, I want to return for a moment to the affirmative and 
basic reason for our appearance here—the specific support of the 
equipment guaranty loan proposal of the Civil Aeronautics Board, 
a bill that we consider of the utmost importance in the public inter- 
est. Substantial capital requirements are here now, as well as in 
the immediate offing. 

Commitments must be kept and continuing orders must be placed 
for aircraft, spare engines and spare parts in order to retain and ob- 
tain a place in the delivery schedules. The need for replacement air- 
craft isimmediate. The urgent need for prompt passage of this legis- 
lation is necessary in order to prevent this replacement program, with 
its attendant benefits to the public, the Government and the carriers, 
from being still further delayed. The Board itself recognizes the 
immediacy of the problem. 

The Air Transport Association of America, representing virtually 
the entire aviation transportation industry, supports the guaranty 
loan proposal and urges the passage of this legislation during this 
session of Congress, thus ree ognizing the need for immediate action. 

I would appreciate the opportunity to endeavor to answer any 
questions that you may have. Thank you again for your very kind 
consideration in offering me the opportunity to appear before you 
on this matter. It is our most sincere hope that this committee will 
be both inclined and successful in securing the enactment of this bill 
in this session of Congress. Thank you again, most sincerely. 

I believe I have covered here the questions you raised, the pertinent 
facts, why it does not solve the financing problem of the local service 
industry. On that point, I merely want to say that when we were 
seeking permanent certification for the local service industry, replace- 
ment aircraft was not a problem at that time. There was no replace- 
ment aircraft on the horizon. There was no concept of what it would 
cost. We were depending at that time on financing DC-3’s and per- 
manent certification legislation did 90 percent of what we urged upon 


‘Congress that it would ‘do; but the financing of new high-priced equip- 


ment and aircraft replac ement was not before us at that time. 

And so this presents an entirely different problem that none of 
us really foresaw. 

Mr. Frrepev. Thank you, Mr. Henry. 

Mr. Henry. Thank you. 

Mr. Srrincer. One question. To reduce this to a sentence what 
you are’saying to us, you want to equip your lines with the F-27 
because in essence your break-even factor is 54.7 there contrasted 
with the DC’s break-even load factor of 85 percent. Is that about it? 

Mr. Henry. That is about it. 

Mr. Sprincer. In essence that is what you want to do? 

Mr. Henry. Yes, sir. 

Mr. Sprrncer. And you want this bill passed guaranteeing that and 
Sen! 7 the only way at the present time you can get financing, is 
that it 

Mr. Henry. The eee is faced, I think, with the impossibility 
of replacing the DC-3’ 

Mr. Sprincer. Bowinrich does the F-27 cost ? 

Mr. Henry. The base price is about $540,000. After radio and 
spare parts for the engine are provided, it gets up to about $650,000. 
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Mr. Sprincer. How much does a DC-3 cost ? 

Mr. Henry. You can provide DC-3’s, and the same spares for 
around $125,000. 

Mr. Sprtncer. That is all. 

Mr. Fiynt. One question. 

Mr. Henry, what would you think of a piece of legislation designed 
to provide equipment trust type of financing where the lender would 
be protected? That is, where the airline could get financing and the 
Government would be relieved of the obligation of guaranteeing it? 

Mr. Henry. We are in favor of such legislation, Mr. Flynt, be- 
cause we feel that it will provide some aid to the general industry 
problem of financing. We do not feel that it will by any means solve: 
the whole problem of getting equipment, aircraft. The provision 
with regard to capital gains we support for the same reason. It will 
help the industry. 

Mr. Frrevet. Thank you, Mr. Henry. 

Mr. Henry. Thank you, Mr. Chairman. 


STATEMENT OF WILLIAM BARCLAY HARDING, OF SMITH, 
BARNEY & CO., NEW YORK, N. Y, 


Mr. Frrevet. Who is your next witness? 

Mr. Apvams. Mr. Harding. 

Mr. Frrepet. We will be glad to hear you, Mr. Harding. 

Mr. Harprne. My name is William Barclay Harding. I am a 
partner of Smith, Barney & Co., an investment banking firm in New 
York City. 

Throughout my business life I have devoted a major part of my time 
to following the aeronautical industries, and have been actively as- 
sociated in the financing of a number of air transportation and air- 
craft manufacturing enterprises. 

For a number of years, I have served as a member of the aviation 
securities committee of the Investment Bankers Assocation, the trade 
organization of our industry. I served as chairman of the committee 
in 1954, 1955, and 1956. ‘The present chairman is Mr. Donald N. 
McDonnell, partner of Blyth & Co. Mr. McDonnell has communicated 
with the members of the committee, and has authorized me to say that 
they concur unanimously in the statement which I shall make today, 
which closely parallels a statement made at an informal meeting of the 
CAB hong attended at the invitation of Chairman Durfee, on 
June 27. 

While I am authorized to speak for the membership of the aviation 
securities committee, I feel obliged to say that I cannot speak for 
the Investment Bankers Association as a whole. Because of its large 
and diverse membership, it has necessarily been the policy of the asso- 
ciation to take no position for or against any pending legislation. 

My primary purpose in being here is to comment on HL R. 5822, the 
capital gains bill, and H. R. 7993, the guaranteed loan bill, under 
consideration by your committee. However, before commenting on 
these specific pieces of legislation, I would like to make a plea for an 
affirmative program for the improvement of the economic health of 
United States aviation, and I would like to suggest that these 2 bills 

and 1 other, H. R. 7671, pending before Subcommittee No. 4 of the 
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House Judiciary Committee, be regarded, not as isolated pieces of 
legislation, but as integral parts of such an affirmative program. 


WANTED: AN AFFIRMATIVE PROGRAM FOR THE IMPROVEMENT OF THE 
ECONOMIC HEALTH OF UNITED STATES AVIATION 


That the economic health of the air transportation industry is suf- 
fering, is evidenced by a 73 percent decline in operating income despite 
a 14 percent rise in revenues during the first 8 months of 1957, com- 
pared with the first quarter of 1956. This is attributed, by the 
financial communty, to the fact that direct operating costs have risen 
all along the line, ‘while the fare structure has remained unchanged. 
It is also attributed to the fact that extensive increases in interline 
competition have been authorized and that competitive costs, adver- 
tising and such, have mounted at a sharp rate. Furthermore, it has 
been noted that, in the first quarter of 1957, the increase in competition 
has been accompanied by the lowest average load factors reported by 
the trunklines since the first quarter of 1954. 

The stock market has reflected these conditions with a decline in air- 
line stock prices of 30 to 40 percent from the peak of 2 years ago, while 
the Dow an industrial averages have risen 16 percent, during the 
same period. 

This decline in the market appraisal of air transportation securities 
is taking place at a time when all air transportation companies are 
contemplating the modernization of their aircraft fleets at an aggre- 

gate capital cost estimated at more than $3 billion. At the same time 
Caahegned operating costs relating to the introduction of new equip- 
ment will be encountered. These increases will include larger train- 
ing expenses and higher depreciation. 

While the new transport aircraft will be faster and more comfort- 
able, they will also be more complex, and the capital investment per 
passenger seat will be substantially greater than in the case of air- 
craft currently in operation. There is reason to hope that, in the 
long run, their increased cost and the expenses of putting them into 
service will be recovered from savings resulting from their greater 
operating efficiency. It is also hoped | that the increased comfort and 
per formance of the new equipment will attract sufficient new traffic 
to reverse the declining trend of load factors. 

A few of the stronger carriers have been able to arrange much of 
the financing required for the purchase of the more efficient equip- 
ment. Most carriers have the major part of their financing ahead of 
them. 

While these problems have been developing in air transportation, 
the aircraft manufacturing industry has been beset with mounting 
problems. Some of this industry’ s difficulties are due to the public 
resistance to the high rate of defense expenditures. Others are due 
to the long-range development of missiles which will perform many 
of the functions now performed by manned aircraft. A missile is 
an entirely different product from an airplane. As certain types of 
military airplanes phase out and missiles come into more general use, 
it seems likely that the metallurgical, chemical and electronic indus- 
tries will receive a greater share of the defense dollar and the airframe 
manufacturer, unless he can make rapid and drastic adjustments in 
the character of his operations, will get a sharply decreasing share. 
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In 1956 only about 15 percent of the output of the airframe and 
aircraft engine manufacturers was for commercial use as against 85 
percent for military use. It seems probable that, in the future, 
commercial sales will have considerably greater significance to the 
economic welfare of the aircraft manufacturing industry, if the trans- 
portation companies can obtain the financing they need in order to 
buy the equipment they seek. 

r. Frrepet. We are going to have to adjourn the meeting at 12 
o'clock. You may have your statement included in the record. We 
have the mutual security bill before us. 

Mr. O’Hara. If Mr. Harding cares to comment on any specific item 
or items which he has not covered, or that he thinks the committee 
should have, I think we might have a couple of minutes for him to 
comment on that if there is something, Mr. Harding, that you have 
not covered. 

Mr. Harpine. Yes, Mr. Chairman. The point which I would like 
to make is on the capital gains bill. I think they are the most im- 
portant points that I have not already covered. 

In summary: We have a situation in which the economic health of 
two important segments of American industry which vitally affect 
the public welfare and national defense is showing signs of deteriora- 
tion. 

The demand of the air transportation industry for the products of 
the aircraft manufacturing industry is very great, and the latter has 
the capacity and the desire to meet that demand. The traveling pub- 
lic and the United States economy would benefit if the demand could 
be satisfied. The problem is: how can the air transportation industry 
obtain the capital required to finance the purchases it would like to 
make of aircraft which the aircraft manufacturing industry would 
like to build and sell. 

The investment banking industry, which has the basic function of 
raising permanent capital for industry, would like to do its share to 
assist in the solution of this problem. For that reason I, as an invest- 
ment banker, have been pleased to accept this opportunity to express 
my views on the problems involved in financing the air transportation 
industry. 


THE MONEY MARKET AND THE FINANCIAL POSITION OF THE AIRLINES 


As you gentlemen are well aware, the expansion of the Nation’s 
economy has put a strain on the Nation’s capital and credit resources, 
with the result that it is more difficult than it has been in many years, 
to find new capital for any industry on favorable terms, even for com- 
panies having excellent earnings records and strong growth trends. 
The earnings record of the airlines in recent months puts them in a 
particularly disadvantageous position. More than anything else, the 
airline need better earnings. In the long run, capital can be attracted 
only by earnings. 

The industry’s fare structure is now under examination. Much has 
been said of the need for a fare increase. In my opinion an increase 
is essential to the industry’s economic well-being. 

The low level of earnings of the local service and territorial carriers 
has been notorious. There are others who will testify in this hearing 
who are representatives of the local airlines and who are better quali- 
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fied than I to give you the actual earnings figures, which have been 
sufficiently poor to effectively discourage investor interest in the securi- 
ties of these companies, to an extent necessary to enable them to meet 
their capital requirements. 

The CAB has been deeply concerned about the continuing need for 
subsidies, and justifiably so, in my opinion, it has tried hard to reduce 
them. But the evidence of past regulatory results tends to suggest 
that in its zeal to reduce subsidy payments to the carriers, the Board 
has lost sight of the fact that a weak and sickly industry is unable to 
take the steps neces:ary to become self-sufficient. 


CAPITAL GAINS 


You are, of course, aware that the CAB’s staff is recommending 
that the CAB confiscate any capital gains earned by the subsidized 
carriers. The present officially stated position of the Board’s staff 
with respect to capital gains, is, in my opinion, penny wise and pound 
foolish. It threatens many of the subsidized carriers with the loss of 
a vitally important portion of the equity capital which they urgently 
need for 1 reequipment. If the staff’s position is sustained, the pr ob- 
lems involved in financing new equipment purchases will be greatly 
aggravated and in some cases reequipment may become impossible. 


AIR TRAFFIC CONTROL FACILITIES 


On top of all tnis comes the problem of financing the facilities 
which will be required to provide safety in an increasingly crowded 
airspace. I understand that the Government plans gradually to pass 
on to the users of the airspace their full prorate cost of operating 
these facilities. The ability of the air transportation industry to 
carry the extra financial burden which will be involved in this policy 
decision will depend on the industry’s economic health. 


NEED FOR A COORDINATED GOVERNMENT PROGRAM 


There has been considerable fear among those who follow the air 
transportation industry, that the problems which I have outlined and 
such solutions as may be wumaeanen will be reviewed separately by dif- 
ferent departments and agencies of the executive branch without co- 
ordinated consideration of broad policy objectives. I hope that this 
fear is unjustified. The air transportation and aircraft manufactur- 
ing industries surely have a right to expect that their problems and 
the solutions to their problems ‘be considered together by the various 
departments and agencies concerned. 

Furthermore, it does not seem unreasonable for the aeronautical in- 
dustries to ask that the different departments and agencies of the Fed- 
eral Government should make every possible effort to agree on an 
affirmative policy which will contribute to the welfare of the people 
engaged in these two great industries, and to the traveling public 
which they seek to serve. If such a coordinated and affirm: ative Gov- 
ernment approach to the industries’ problem becomes a fact, the solu- 
tion to these problems should be greatly facilitated. 
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_.The Congress will contribute greatly to curing the ills of United 
States aviation if it will pass the three bills to which I have already 
made reference at this session of Congress. 

By far the most important of the three pieces of legislation, in my 
opinion, is the capital-gains bill (H. R. 5822). I have testified at 
length as a voluntary unpaid witness in the capital-gains proceeding, 
before a CAB examiner, and will summarize the main points I sought 
to make in my testimony. 

First, to include nonrecurring capital gains in income for subsidy 
or ratemaking purposes is contrary to established ratemaking prece- 
dent in other regulated industries. 

Secondly, capital gains should not be classed as earnings but as 
dedicated capital which needs to be reinvested by a public carrier 
for the improvement of service to the public which it is obligated to 
serve. None of the airlines can replace the transportation capability 
of their old equipment with the same amount of transportation capabil- 
ity in terms of the new more costly equipment, from depreciation re- 
serves alone. They need to raise additional capital just to keep even. 
To the extent that capital gains can be retained in the business, the ne- 
cessity for additional financing is reduced, the cost of financing is re- 
duced and a broader base for borrowing is established. 

Thirdly, from time to time the CAB has urged the improvement of 
equity to debt ratios. The recapture of capital gains would accom- 
plish the opposite result. It means the confiscation of equity capital 
which became available as a result of supply-and-demand factors com- 
pletely unrelated to the Board’s regulatory activities. 

Fourthly, the confiscation of capital gains by the CAB may in some 
instances mean that adequate and sited Raatition will not be possible. 
Every carrier can perhaps borrow a little money and with the help 
of the guaranteed loan bill, which I shall discuss next, the borrowing 
ability of the small carriers may be improved. But no public service 
industry with revenues that fluctuate as much as those of the airlines, 
should normally borrow more than 100 percent of its net worth, in 
my opinion, and the net worth of some of the local service carriers, 
without capital gains is meager, to say the least. 

It is my understanding that for many years the Board has followed 
the practice of allowing carriers to retain capital gains which occurred 
after a final subsidy rate was determined and before rate proceedings 
were reopened. Iam also under the impression that capital gains were 
rarely taken by a carrier when it was knowingly on an open rate. If 
my understanding is correct, the Board, in actual practice, did not 
attempt to recover capital gains in the past. 

I find it hard to understand the logic of the CAB seeking to change 
this policy at a time when equity capital is so urgently needed by the 

airlines, unless this whole issue has been raised in order to clarify the 
intent of Congress when it passed the Civil Aeronautics Act. This 
clarification can best be accomplished by the passage of H. R. 5822, 
and its companion bill, S. 1753. 


THE GUARANTEED LOAN BILL (H. R. 7993) 


The CAB has supported this bill, which is clearly an emergency 
measure designed to help a few of the more impoverished local service 
carriers and territorials with their financing. It is regrettable that 
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such an emergency measure is necessary, but with the poor record of 
earnings of the carriers seeking this legislation, it is evident that they 
cannot obtain financing without emergency assistance and the passage 


of the proposed legislation, with the limitations attached to it, seems 
amply justified. 


THE EQUIPMENT TRUST BILL (S. 22055 H. R. 7671) 


Among the three pieces of legislation, this is the one with which 
I have been most closely associated. It is not up for consideration 
by your committee, but has been referred to the Bankruptcy Subcom- 
mittee of the Judiciary Committee. 

In our 1955 annual report, the aviation securities committee of 
the Investment Bankers Association recommended that the airlines 
consider asking for an amendment to the bankruptcy laws that would 
enable the use of equipment-trust certificates as the railroads use them 
to finance equipment purchases. 

Since that recommendation was made, the airlines have been study- 
ing the matter, and I have spent a great deal of time explaining the 
nature of this type of financing, as a followup to our 1955 recom- 
mendation. The conference of local airlines sponsored H. R. 7671, 
which was introduced by Congressman Flynt, a member of this com- 
mittee. The companion bill, S. 2205, was introduced by Senator But- 
ler, of Maryland. 

Under present conditions, when the demand for airline capital is 
great, and the problems of obtaining it are also great, it seems only 
logical that every sound means of financing should at least be made 
available. One of them is not now available to the air carriers, and 
that is equipment trust financing. 

In the early 1930’s, shortly after the present Federal bankruptcy 
laws were enacted, the country was in the midst of a great depression. 
Many of the railroads were in bankruptcy, and all were finding it 
difficult to raise the funds necessary to acquire new equipment. At 
that time the railroads sought an amendment to the Federal bank- 
ruptcy laws, applicable to rolling-stock purchases only, to grant 
lenders the right of repossession of the equipment against which loans 
were made in the event of default on those obligations. When the 
bankruptcy laws were so amended, the railroads were able to finance 
equipment purchases on favorable terms by the use of equipment-trust 
certificates, sometimes even when in bankruptcy. 

In the last 10 years the amount of railroad equipment-trust cer- 
tificates outstanding has risen from approximately $700 million to 
about $2,500 million, and more than half of the equipment purchases 
of the railroads have been financed by the use of equipment-trust 
certificates during that period. 

The right of repossession in the event of default has rarely been 
used, for the primary reason that the trustee in bankruptey needs 
rolling stock to produce revenues, and is unlikely to allow default to 
take place if it means that the carrier would have its equipment taken 
away by the lender and sold. The right to take physical possession 
has the primary effect of giving the lender assurance that there will 
be no default, and asa result the equipment-trust certificate has become 
a prime investment, and by the use of this instrument the carrier is 
able to attract capital at relatively low cost. 
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At this particular time, the airlines desperately need to attract 
capital at low cost, and it is felt that equipment-trust enabling legisla- 
tion, such as is embodied in H. R. 7671, will make capital available 
from sources from which it is not now available to the airlines, and 
in some instances will produce capital from sources presently available 
on more favorable terms than can be now obtained. 

Equipment-trust certificates for airlines will not necessarily follow 
in every detail those issued by railroads, but there is a history of more 
than 20 years of successful use of this type of instrument by the rail- 
roads, which will provide very useful precedents. For example, the 
ICC recognizes the railroad as the owner of the equipment and the 
issuer of the certificates, although title to the equipment is generally 
vested in a trustee until all the conditions of the equipment-trust 
contract are fulfilled. 

If the equipment-trust enabling legislation is passed, the CAB will 
be asked, and will have to agree, to follow the practice of the ICC 
before the full benefits of this type of financing can be realized. 

The passage of H. R. 7671 will not solve all of the airlines’ financing 
problems, and it is not intended that it should be a panacea. Using a 
golfing analogy, it might be said that H. R. 7671 will provide “just 
another club in the bag,” but it is a very good club and one that has 
been found dependable and useful in actual practice over a period of 
more than 20 years. 

In conclusion, it is my recommendation that favorable action be 
taken on all three aviation bills currently pending in the House of 
Representatives; namely, H. R. 5822, the capital-gains bill; H. R. 
7993, the guaranteed-loan bill; and H. R. 7671, the equipment-trust 
enabling legislation. 

This completes my remarks. I am grateful for the opportunity 
you have given me to appear before you, and shall do my best to 
answer any questions you may wish to ask. 

Mr. Friepet. Thank you, Mr. Harding. Are there any further 
questions ? 

I have a statement here from the Chicago Helicopter Airways, Inc., 
in support of H. R. 5822. Without objection, that will be inserted 
in the record. 

(Statement referred to is as follows :) 


STATEMENT OF CHICAGO HELICOPTER AIRWAYS, INC., IN Support or H. R. 5822 


Chicago Helicopter Airways, Inc., is the certificated, scheduled, helicopter 
carrier operating in the Chicago area. Prior to August 20, 1956, the company 
operated under the name of Helicopter Air Service, Inc. 

Effective August 6, 1956, the company’s operating authority was renewed for 
a period of 7 years until August 6, 1963. Aiso, the company was authorized to 
engage in the carriage of pasSengers in addition to property and mail. Authori- 
zation was granted to engage in the transportation of persons, property, and 
mail with rotary-wing aircraft between any points within a 60-mile radius of 
O’Hare Field, Chicago. 

The company now operates 11 helicopters. Six of them are Bell 47G’s which 
are engaged in the carriage of mail on suburban segments and also on the down- 
town mail shuttle route between the airmail field post office at Midway Airport 
and the roof of the post-office building located in downtown Chicago. The other 
5 helicopters consist of 3 S-55 7-passenger ships and 2 recently acquired S-58 
12-passenger ships, which are being used in passenger service between Midway 
Airport and O’Hare Field and between these 2 airports and the Chicago Loop. 
The company will take delivery of a third S—5S later this month. 
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The eventual plan of the company is to extend helicopter passenger service 
out to the various suburban areas which the company is authorized to serve 
under its 60-mile operating authority. This will involve replacement of the 
Bell 47G helicopters with larger ships and the ultimate acquisition of many more 
helicopters than anything presently envisaged. 

One factor which sets the certificated helicopter carriers apart from all other 
subsidized air carriers is the fact that the helicopter carriers will have to reequip 
much more frequently. This is because helicopters are in much more of a 
developmental stage than conventional aircraft used by the other subsidized 
carriers. One of the principal helicopter manufacturers testified in this com- 
pany’s CAB renewal case (docket No. 6600 et al.) that “as an industry * * * 
we are just beginning * * * we have just scratched the surface in respect to 
developing the helicopter and applying the helicopter.” 

A carrier acquiring a new fleet of fixed-wing aircraft can anticipate a service 
life for new ships perhaps twice as long as the life of a new helicopter fleet. 
One of the announced functions of the helicopter carriers is to acquire and 
operate new types of helicopters as they become available and thus through 
actual operating experience gained with new-type ships to help bring about 
development and advancement of the helicopter art to the point where helicopter 
transportation will be more economical than at present. 

This capital gains bill, H. R. 5822, is vital to the helicopter carriers because 
these carriers will be going to the money markets much more frequently for 
reequipment funds than other subsidized airlines, and carriers which must 
obtain financing most frequently are those in the greatest need of favorable 
conditions to help induce the attraction of money. 

The retention and reinvestment of capital gains which this legislation would 
permit will be an important and indispensable source of funds which the helicop- 
ter carriers must be able to retain for the acquisition of new equipment. 

In reequipment programs to come, capital gains from the sale of existing fleets 
may be the primary source of meeting downpayments on new helicopters and may 
constitute the equity base which is absolutely essential to financing the remainder 
of the cost of new fleets. 

Inflation seems to have become a part of our economy. The same inflationary 
conditions which enable a carrier to realize substantial capital gains on the 
sale of its existing equipment are the very conditions which contribute to inflat- 
ing the cost of new equipment to price levels several times the cost of the old 
equipment being replaced. Capital gains realized on the sale or retirement of 
existing equipment are not “windfalls” to the carriers but are their main pro- 
tection against the inflated cost of new equipment. During a period when the 
dollar is stable, funds equal to depreciation accruals are sufficient for replacement 
of equipment. But, in an inflationary period, the original cost, which is all 
that depreciation returns, is insufficient to provide for replacement by the amount 
by which the dollar has deteriorated in value since the equipment was acquired. 
It is this “gap” which capital gains help to fill and these carriers should be 
allowed to retain capital gains as an offset to inflation, just like every other 
industry and every other public utility in the country. 

The Government already takes 25 percent of all capital gains through taxes, 
and the 75 percent which a carrier may now retain is generally inadequate to 
make up the difference between original cost and ever-increasing reproduction 
cost. 

It is believed that the greatest saving in subsidy can be achieved by permit- 
ting the subsidized carriers to retain capital gains for reequipment purposes, so 
that they will have the maximum opportunity to improve their service as well as 
their efficiency. Allowing these carriers to retain and reinvest their capital 
gains should be viewed as an investment today in subsidy reduction tomorrow, 
which will achieve a larger reduction in the future than could be realized now 
by a shortsighted policy of recapture. 

There are national defense and civil defense reasons why it is especially impor- 
tant for the helicopter carriers to be able to retain and reinvest capital gains 
for their frequent reequipment programs. 

One of the principal reasons why Chicago Helicopter Airways, Inc., was orig- 
inally certificated by the Board hack in 1948 was stated by the Board as follows: 

‘“* * * further development of the helicopter and the experience to be gained 
from the operation is desirable in the interest of national defense.” 


% ’ “ * © * * 


“The interest of the military in the operation is abundantly clear not only 
from its active participation in this proceeding but also by reason of the fact 
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thaf military helicopters were made available to the Post Office Department for 
conducting a test operation in the Chicago area. The Air Force and the Navy 
urge certification of the service, emphasizing the value of the helicopter in mili- 
tary operations and the assistance which the operation would give by providing 
a valuable background of experience and building a nuclei of trained flight, 
maintenance and engineering personnel as part of an emergency reserve for 
defense” (9 CAB 687, 690). 

In this company’s recent renewal case before the CAB military officers appeared 
and testified on behalf of the Air Force, the Army, and the Navy under instruc- 
tions from the Secretary of Defense. Their testimony so strongly supported 
scheduled commercial helicopter service as an aid to military helicopter oper- 
ations that the CAB examiner made the following findings: 

“In this proceeding representatives of the Department of Defense appeared and 
supported helicopter service for the Chicago area. Their testimony reveals that 
direct and significant contributions to national defense have been made by 
H. A. 8. * * * Data on operations in (Chicago’s) high-wind conditions have been 
valuable to the Navy in the developing of techniques for the operation of heli- 
copters in similar high-wind conditions off aircraft carriers. * * * The record 
in this case depicts many instances where the experience of H. A. S. has been 
beneficial to helicopter operations conducted by the military.” 

oR * * * * * * 


“If helicopter service in Chicago is not continued it will have an adverse 
effect on the military helicopter program.” 

These findings were adopted by the Civil Aeronautics Board in the final 
decision in the renewal case. 

Everything of consequence that the helicopter carriers learn about every type 
of helicopter they operate is funneled to the military and to the manufacturers 
of miiltary helicopters. The military is in the process of acquiring over a half 
billion dollars worth of new and advanced-type helicopters. In order for the 
certificated helicopter carriers to continue to serve the military in the future 
in the same way they have in the past, it is necessary for them to go to larger 
and improved-type helicopters similar to what the military will be operating. 

If the ability of the helicopter carriers to reequip were to be impaired by 
the recapture of gains realized from the disposition of existing fleets, the value 
of the helicopter carriers to the military would be impaired and the military 
‘helicopter program would be adversely affected. 

Civil-defense considerations also require that the helicopter carriers be able 
to reequip with helicopters having larger passenger carrying capacity. In this 
company’s renewal case before the CAB, the coordinator of the Chicago Civil 
Defense Corps testified to the need for larger helicopters “capable of carrying 
a number of passengers in and out” including ‘rescue workers * * * medical 
people * * * doctors needed for emergency operations [and] getting top level 
people out during the dispersal stage.” 

The Civil Air Policy Report of 1954 states that “In future consideration of 
subsidy support for [metropolitan helicopter] services, the Board should give 
appropriate weight to the value of such services to civil defense.” 

The CAB examiner found, and the Board adopted his finding, that “* * * 
it is manifest that continuation and expansion of helicopter service in the Chi- 
cago metropolitan area will serve civil defense interests.” 

Hence, impairment of the ability of the helicopter carriers to obtain larger 
passenger-carrying helicopters, which could result from the recapture of capi- 
tal gains, would be contrary to the interests of civil defense. 

The problem of a helicopter carrier, admittedly engaged in an experiment, 
in obtaining new capital for reequipment purposes is a serious one, and the 
problem will become more aggravated in the future as these carriers make re- 
peated returns to the sources of capital to finance their frequent equipment 
turnovers. The helicopter carriers will need every resource at their com- 
mand in order to finance the successive equipment transitions that they will 
undergo in the next few years as they go from one type of equipment to an- 
other in search of more economical and efficient helicopters. The ability of 
the helicopter carriers to finance their first couple fleets during the early 
stages of their operations must not be confused with the situation that will 
confront these carriers several years hence when the glamor of this new dimen- 
sion in aviation has worn off. Then, the raising of new capital will become 
much more difficult, and the repeated occasions on which financing will be re- 
quired as equipment turnovers occur will tend to detract from the attractive- 
ness of the investment. 
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It is believed that recapture of capital gains from the helicopter carriers 
would seriously jeopardize the ability of the carriers to finance the equipment 
experimentation which they have been created by the CAB to conduct. 

Moreover, such recapture would strike at the integrity of a carrier’s owner- 
ship of its property and equipment. A carrier’s equity in its property and 
equipment would be impaired because whenever the true value was sought to be 
realized upon a sale thereof, the carrier would keep the proceeds only to the 
extent of net book value and the remainder would be seized by the Government. 

Under such circumstances, lending institutions would be loath to take, as 
security for a loan, equipment which had any such strings or complications at- 
tached to it, especially in a competitive money market where loans without such 
entanglements could be made. Loans are based on underlying equity, and any 
recapture plan would inevitably impair a carrier’s equity and, therefore, its 
ability to borrow money. 

Once it is concluded, as it must be, that the helicopter carriers must be able 
to retain any realizable gains on equipment sales in order to run the helicopter 
equipment gantlet that looms in the future, the need for enactment of this capital- 
gains legislation, as proposed in H. R. 5822, becomes apparent. 

A recapture policy and the impairment which it would impose on the heli- 
copter carriers would be contrary to the longstanding policy of the Government, 
which favors support and encouragement of helicopter development and utiliza- 
tion. 

The Air Coordinating Committee’s helicopter study in 1951 recommended sup- 
port of the helicopter carriers “* * * in view of the past and potential contri- 
butions made to the commerce of the United States, the postal service, and the 
national defense, and in view of the excellent prospects for the future use of 
larger and more economical helicopters, capable of carrying passengers and cargo 
and thus reducing the cost of the operation to the Government in the form of 
mail pay.” 

o * * * * * * 


“Continued encouragement should be given the present metropolitan area 
helicopter services * * *. These services * * * have contributed substantially 
to advances in the helicopter art * * *.” 

The civil air policy report of 1954 “reaffirmed” the “Government’s policy” on 
helicopters previously set forth in the 1951 ACC study, and again recommended 
that: “Experimental metropolitan helicopter services should continue, to the 
extent required by public convenience and necessity, to receive the support of 
the Civil Aeronautics Board and the Post Office Department.” 

As a leading helicopter manufacturer has testified, we have “just scratched 
the surface” in developing and applying the helicopter. There is no question but 
that equipment gains must be left with the helicopter carriers for use in help- 
ing to bring about the development which our governmental policy seeks to 
attain. H. R. 5822 will achieve this much-needed result, and we urge the pas- 
sage of this legislation. 


Mr. Frrever. The committee will stand adjourned until 10 o’clock 
tomorrow morning. 


(Thereupon, at 12:07 p. m., the subcommittee adjourned to meet at 
10 a. m. the following morning, Thursday, June 18, 1957.) 
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AIRCRAFT EQUIPMENT LOANS AND CAPITAL GAINS 


THURSDAY, JULY 18, 1957 


House or REPRESENTATIVES, 
SuBCOMMITTEE ON TRANSPORTATION AND 
COMMUNICATIONS OF THE COMMITTEE ON 
INTERSTATE AND ForetGn COMMERCE, 
Washington, D. C. 

The subcommittee met at 10 a. m., pursuant to adjournment, in 
room 1302, New House Office Building, Hon. Oren Harris (chairman) 
presiding. 

The Cuatrrman. Let the committee come to order. 

When the committee adjourned yesterday there were witnesses who 
had not been reached on the bills H. R. 5822 and H. R. 7993. 

It will be the purpose of the committee to get to these witnesses 
today. 

Again I want to impress upon those who are to testify—and I have 
a good many of them on my list here who are interested in these 
important bills—that our time schedule is rather limited, and I hope 
you will keep it in mind. That applies not only to the witnesses but 
to the members of the committee, including myself. 

We received some additional reports this morning which I would 
like to have included in the record, 

I have a report from the Executive Office of the President, Bureau 
of the Budget, with reference to its views on H. R. 5822, which will 
be included in the record along with the other reports that. were 
included in the record yesterday. 

I think it might be of some interest to note that the Bureau of the 
Budget supports the position of the Department of Commerce in its 
recommendation in support of H. R, 5822. 

We have a report from the Bureau of the Budget on H. R. 7993. I 
am sure it will also be of some interest to note—not too happily to 
note—that this one is adverse. 

I have a letter from the Secretary of Commerce referring to H. R. 
5822, which will be included in the record. This is favorable. 

(The reports and letters above referred to appear in the record at 
the beginning of the first day’s hearing.) 

The CuarrMan. Qur first witness this morning is the Chairman of 
the Civil Aeronautics Board, the Honorable James R. Durfee. 

Mr. Chairman, we are glad to have you back with us this morning 
and glad to have your testimony in connection with, shall I say, H. R. 
7993, in view of the fact that you have expressed the views of the 
Board on H. R. 5822, and given your reasons therefor. 

Mr. Durresr. Yes, sir. 

The Cuarrman. Very well. You may proceed. 

69 








70 AIRCRAFT EQUIPMENT LOANS 


STATEMENT OF HON. JAMES R. DURFEE, CHAIRMAN, CIVIL 
AERONAUTICS BOARD, WASHINGTON, D. C. 


Mr. Durrer. Mr. Chairman, I believe our statement on the capital 
gains has been submitted to the committee. 

The Cuarrman. And has been included in the record. 

Mr. Durree. Yes, sir. 

I am mindful of the chairman’s admonition. First, my name is 
James R. Durfee. I am Chairman of the Civil Aeronautics Board. 
I am mindful of the consideration of time which the committee has 
before it and I will try to be brief. However, Mr. Chairman, the 
Board considers itself to be carrying to a substantial degree the sup- 
port of this legislation and I would, therefore, request the committee 
for as much time as possible. 

We appreciate this opportunity of expressing our views on H. R. 
7993 and the Board would also like to express its thanks to the chair- 
man of this committee for introducing this bill, which carries forward 
a program which the Board recently submitted to the Congress. 

Needless to say, the Board supports and recommends the enactment 
of this legislation which it has sponsored. 

The problem which faces the Board and the Government is this: 
The operations of the local-service carriers and the intra-Alaskan car- 
riers are costing the Government approximately $30 million a year 
in subsidy. 

Appendix I, which we have annexed to our statement, is an analysis 
of the subsidy estimates of the carriers affected. 

On the basis of the existing situation of these air carriers with re- 
spect to route structure, volume of service, fares, costs, and equipment 
and other factors, the Board does not envisage any improvement in 
the subsidy requirements of these carriers in the foreseeable future 
on the existing basis. On the contrary, it is the opinion of the Board 
that unless something is done the subsidy requirements will continue 
to mount for an indefinite period of time. “So the Board, therefore, 
feels that any proposal which holds out reasonable hope of reducing 
the Government’s obligation should be given the most serious con- 
sideration. While there are various problems besetting these air 
carriers to which the industry and the Board are attempting to find 
a solution, there is one particular matter to which the proposed legis- 
lation is directed. That is the matter of equipment. 

A serious obstacle to improvement in the financial position of these 
carriers is the relatively high cost of operating the types of aircraft 
which have been available for the local, shorthaul operations for which 
these carriers are certificated. That is a tangible deficiency and it has 
been common knowledge for quite some years that it has put these 
carriers under a heavy handicap. If the trunkline carriers were still 
operating today with DC-3 aircraft at present fare levels, they too 
would require subsidy. It is the Board’s judgment that the proposal 
for Government guaranty of loans to purchase new equipment holds 
great promise for enabling these carriers to improve their financial 
position. 

New aircraft are now being developed which the industry and 
others in a position to judge, believe will be much more economical 
and efficient, and generally much better adapted to the needs of the 
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local service carriers. However; the cost of acquiring such new air- 
craft will be so great as in all probability to render the aircraft un- 
available to the typical local-service and short-haul carriers, on reason- 
able terms, withaut governmental assistance of some kind. The 
assistance which the Government furnishes to the carriers by way of 
subsidy cannot be used to meet this problem because in its administra- 
tion of the Civil Aeronautics Act the Board takes the position that the 
subsidy payments made to the carriers under the act can be used only 
to assist in meeting the operating needs of the airline as distinguished 
from the purchase of equipment and other capital assets. Therefore, 
it is the Board’s suggestion that legislation be enacted which will per- 
mit the Government, under appropriate conditions, to assist these air 
carriers in acquiring new equipment by guaranteeing private loans 
negotiated by the carriers for the purchase of such aircraft. 

Legislation to authorize such a guaranty is embodied in the bill 
H. R. 7993. This bill would provide for the guarantee by the Fed- 
eral Government of private loans negotiated by certain air carriers for 
the purchase of aircraft suitable for local, feeder, and short-haul air 
transportation both within the United States and within the Terri- 
tories of Alaska and Hawaii. The Government’s guaranty would 
protect any lender against loss of principal or interest on any air- 
craft purchase loan made by the lender to the qualifying air carrier 
holding a certificate of public convenience and necessity as described 
by the bill. The guaranty would not be made unless the Board found 
that the air carrier could not otherwise successfully negotiate the 
financing of suitable transport aircraft on reasonable terms. 

The 13 local service air carriers provide scheduled air service in 44 
of the 48 States. Six air carriers provide scheduled air service 
wholly within Alaska, and two in Hawaii. The local service car- 
riers, which previously held temporary authorizations, received 
permanent certification in 1955 pursuant to the provisions of Public 
Law 38 enacted in May 1955. The unique function of the local serv- 
ice carriers is to provide local air service between relatively small 
communities, and feeder and commuter service from the small inter- 
mediate points to nearby metropolitan cities, where connections may 
be made with long-haul trunkline flights. The Alaskan and Hawai- 
ian air carriers received permanent certification in 1956 pursuant to 
the provisions of Public Law 741, enacted in July 1956. These car- 
riers provide virtually the only transportation available within these 
Territories. 

All of the local-service carriers operate DC-3 aircraft although 3 
of the carriers have supplemented their fleets with other 2-engine air- 
craft, the Martin-202 and the Convair-240. As of December 31, 
1956, the local carriers operated 188 DC-3s. In addition, approxi- 
mately 13 DC-3 aircraft were operated by the 6 Alaskan carriers, 
and 15 DC-3 aircraft by the 2 Hawaiian carriers. 

The growth in traffic carried and services offered by the local serv- 
ice air carriers has been steady over the past 5 years and greatly ac- 
celerated during the past 2 years (appendix 2). Among the several 
groups of United States certificated carriers, the local service airlines, 
as a group, showed the greatest percentage growth—25.8 percent—in 
revenue passenger-miles carried, from fiscal year 1955 to fiscal 1956. 
Domestic trunkline carriers, as a group, showed a comparative in- 
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crease of 14.9 percent. The present participation by local service car- 
riers in the total market has also increased, although in comparison 
with the trunkline market the local service volume is, of course, small. 

May I interpolate that for fiscal 1956 the feeders’ total revenue 
passenger-miles were 584 million, and for the trunkline for fiscal 1956 
the figure was in excess of 20 billion. 

The local carriers operate in short-haul markets and their continued 
development of potential traffic will depend on the premium quality 
of their service in comparison with other transportation available— 
speed, passenger comfort, and attractiveness to the public. It is the 
consensus of the local carriers that, in the specialized short-to-medium 
range transport needed for their operations, 36- to 40-passenger ca- 
pacity is needed, and space for 2,000 pounds of cargo accessible to the 
cabin should be available. Certain loading configuration different 
from two-engine aircraft now available is also desired. Pressuriza- 
tion of the specialized transport is thought to be most desirable from 
the standpoint of both passenger comfort, attractiveness to the travel- 
ing public, and efficiency of short-haul operations which must take 
all possible advantage of time-saving arrangements if their multi-stop 
local services are to generate increasing response from the traveling 
and shipping public. In contrast, the DC-3 which is operated by all 
local service carriers has a passenger capacity of from 21 to 28 seats. 
Tt is not suitable for development of cargo-traffic potential. It is not 
pressurized. It is, on the whole, considered to be an obsolete plane. 
As previously stated, we believe that not a single trunkline would be 
operating without subsidy at present fare levels if DC-3 equipment 
had not been replaced by more modern and more economical aircraft. 

However, the carriers’ development of their markets has been out- 
standing. Their system load factors have been gradually increasing, 
at the same time that they have been greatly increasing their total 
volume of service. 

Appendix 2 attached to our statement is evidence of that fact. Cer- 
tain flights over their most dense and highly developed segments oper- 
ate at DC-3 load factors about 85 and 90 percent. It has been esti- 
mated, however, that the system breakeven point for DC—3 operations 
would be at least 75 percent and may reach as high as 90 to 100 per- 
cent load factors. I believe the average load factor over the entire 
local service industry today is about 45 percent. Such load factors 
could not reasonably be attained on a systemwide basis. 

Until the past year there were no known plans of the aircraft manu- 
facturers for the design, development, and production of a specialized 
short-to-medium range transport suitable to the needs of local service 
and other short-haul carriers. However, within the past year three 
United States manufacturers have announced plans for development 
and production of specially designed short-to-medium range trans- 
ports. The Friendship F-27, a 40-passenger pressurized turboprop 
transport, will be off the production line by late in 1957. It is under- 
stood that a number of local service and Territorial air carriers have 
placed firm orders for the F-27 and have taken options on additional 
aircraft. The Frye Corp., has announced plans to produce the F-1 
Safari in four versions: All-passenger, all-cargo, combination cargo 
and passenger, and executive-utility. Production plans of this com- 
pany will not be firm, it is understood, until final financial arrange- 
ments are made to establish an assembly line and start production. It 
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is our understanding that the Douglas Aircraft Co., also contemplates 
a replacement for the DC-3. 

It is possible only to speculate as to the extent that the 13 loeal- 
service carriers may find it necessary, or possible, to replace their pres- 
ent fleets of DC-3 aircraft with a specialized high-capacity airplane 
whose initial cost might range from approximately $600,000 to 

$1,250,000 per aireraft. The financial position of the local service 
carriers is not strong. 

Appendix 3 attached is evidence of that fact. Equity capital 
reported by these carriers ranges from $83,039 in common stock out- 
standing for 1 carrier to $1,140,500 for another. The 13 carriers’ 
reported gross investment m all flying equipment, including spare 
parts, totaled approximately $26 million. Their reported deprecia- 
tion expenses for such equipment amounted to about $2 million for the 
12 months ended September 30, 1956. Purchase of new specialized 
transport aircraft which are expected to be in production in the fore- 

seeable future will require the raising of additional capital in amounts 
in excess of the ability of the typical local carrier to finance on reason- 
able terms. 

In summary, it is believed that the relatively limited capacity and 
cost characteristics of the DC-3 indicate that it is an uneconomic air- 
craft for the expanding operations of the local service carriers. Their 
specialized short-haul air transportation requires, for some or all of 
their routes in the future, a specialized aircraft having improved cost 
characteristics, greater capacity, greater speed, improved design 
especially as to traffic loading and capacity configuration, improved 
operating characteristics with respect to airport requirements, and 
pressurization which will not only promote and increase traffic but 
also lessen the time required for ascents and descents from altitude 
flying on intercity hops of relatively short distances. The local service 
carriers are steadily increasing their generation of traffic and revenue 
over the route systems they ope rate. Through numerous formal 
route proceedings being carried on to consider the needs for new or 
improved local air transportation throughout the country, the Civil 
Aeronautics Board and the carriers are actively engaged in modifying 
and improving the local route patterns. It is apparent that one of 
the major problems faced by the local service carriers is the financing 
of new aircraft as they become available and are needed. The ability 
of the carriers to purchase new and efficient aircraft as soon as their 
existing and future routes demonstrate the need, will be important 
in the future growth and progress of these carriers. The ability of 
the Board to strengthen routes of the feeders may be tied to their 
obtaining improved aircraft. 

With regard to the eligibility of loans for Federal guaranty, I call 
attention to the fact that two cushions are prov ided to protect the 
interest of the Government. That is. the air carrier must pay out of 
its own funds at least 10 percent of the purchase price. In addition, 
the Government guaranty cannot exceed 90 percent of the loan. That 
means, of course, that the banker lending the money must take at 
least 10 percent of the risk upon himself. It is further provided that 
the loans guaranteed for any one carrier shall not exceed $5 million, 
and no guaranty can be made at all unless the Board finds that without 
such guaranty the air carrier would be unable to obtain the necessary 
funds for the purchase of the aircraft on reasonable terms, 
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H. R. 7993 designates the Civil Aeronautics Board as the admin- 
istering agency with respect to the economic feasibility of the aircraft 
in the quantities which would be proposed by any applicant air car- 
rier. The Board is also designated as the administering agency with 
respect to all financial phases of the loan-guaranty program. 

The Civil Aeronautics Board has proposed this legislation, there- 
fore, because it believes not only that under its terms the carriers ma 
acquire suitable and improved short-haul aircraft and thereby ulti- 
mately reduce subsidy, but also that this legislation represents a 
method which basically will provide the proper equipment to the 
carriers without the Government’s making direct grants in aid of some 
kind. H. R. 7993 would by its terms provide for the acquisition of 
funds without a grant in aid, and, in our view, without any direct cost 
to the Government other than administrative costs. 

In my statement thus far I have endeavored to point out to the 
committee the general problem facing these carriers and the Gov- 
ernment, and the considerations prompting the Board to recommend 
the enactment of loan-guaranty legislation. I would now like to 
discuss some specific aspects of the legislation. 


CARRTERS INCLUDED 


In proposing the loan-guaranty bill which has been introduced as 
H. R. 7993, the Board was primarily concerned with assistance to the 
domestic local service carriers, and to other carriers in the Territories 
of Alaska and Hawaii, whose primary function is to provide local 
or feeder air hepeepentetiite While such legislation would undoubt- 


edly be useful to other carriers, the Board felt that it should be limited 
to those carriers having the most immediate and urgent need for it, 
and whose financial position was such, whether or not technically on 
subsidy, that the legislation might reasonably be expected to benefit 
the Government, either by eliminating, reducing, or warding off the 
necessity for subsidy. mips ' 

By the terms of the bill, Alaska Airlines and Pacific Northern Air- 
lines are not included. Careful consideration was given to the in- 
elusion of both Alaska Airlines and Pacific Northern Airlines in the 
guaranteed loan proposal. Each carrier operates both intra-Alaska 
and States-Alaska routes as authorized by separate certificates. 
Pacific Northern Airlines’ operations are predominantly in State- 
Alaska services. Alaska Airlines’ system operations are approxi- 
mately two-thirds intra-Alaska services and one-third States-Alaska 
services, based on the volume of plane-miles flown. Alaska Airlines’ 
States-Alaska route is operated between Fairbanks, on the one hand, 
and Seattle and Portland, on the other. The nonstop distance be- 
tween Fairbanks and Seattle is 1,536 miles. The carrier operates 
DC-4’s on this route as well as on certain segments of its intra- Alaska 
routes. It also operates with DC-3’s and smaller aircraft in intra- 
Alaska services. Pacific Northern Airlines’ States-Alaska route is 
between Anchorage, and Seattle, and Portland. A number of Alaskan 
points are designated on this States-Alaska route. The same inter- 
mediate points are also served on a segment of this carrier’s intra- 
Alaska route. Pacific Northern Airlines operates Constellations in 
States-Alaska service, DC-4’s in-both intra-Alaska and States-Alaska 
services, and DC-8’s in intra-Alaska service. 
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These carriers thus operate routes which definitely are not: char- 
acteristic of the short-haul, local-service type of operation which the 
Board had in mind in drafting this legislation. The fact that they 
also operate short-haul routes does not, in the opinion of the Board, 
make them eligible for the governmental assistance contemplated in 
the proposed legislation. Generally speaking, the certificated domes- 
tic trunkline carriers also provide services of a short-haul nature, and, 
no doubt, some of these carriers would find it very advantageous to 
have the benefit of this legislation in purchasing equipment for their 
short-haul operations. If the States-Alaska carriers are assisted under 
the terms of H. R. 7993, it would be very difficult to justify exclusion 
of other long-haul carriers who might wish to be covered by the bill. 

Attached for the information of the committee are certain tabular 
materials showing these carriers’ financial positions as of December 
31, 1956, and their subsidy requirements for the fiscal years 1951 
through 1958 (appendixes 4 and 5). 

Mr. Chairman, I have a discussion with reference to the Caribbean 
Atlantic Airlines and the Mackey Airlines. 

Do you want me to continue with that as to the reasons why they 
were not included in the bill? 

The Cuarrman. What are your desires, Mr. Chairman ? 

Mr. Durrer. We have gone into it. 

The CuHarrMAn. Your entire paper will be included in the record, 
along with the appendixes referred to. 

Mr. Durrer. Yes, sir. Caribbean Atlantic Airlines has not been 
included. This is a United States air carrier operating pursuant to a 
permanent certificate between points in the Commonwealth of Puerto 
Rico, between Puerto Rico and points in the Virgin Islands, and be- 
tween Puerto Rico and the Dominican Republic. It conducts these 
operations with DC-3 aircraft. A table of estimated subsidy accruing 
to the carrier for the fiscal years 1951 through 1958 is attached (ap- 
pendix 6). It will be noted that Caribbean Atlantic has not received 
subsidy since 1955. There is also attached a table showing long-term 
debt, net worth, and total invested capital of this carrier (appendix 
7). Its operations, while of a short-haul nature, are international in 
scope. 

Mackey Airlines is not included. This is a United States air carrier 
holding temporary nonmail certificates to engage in foreign air trans- 
portation between points in Florida and points located on the offshore 
islands and Cuba. It is our understanding that Mackey placed one 
of the earliest orders for the F-27 and that it will receive delivery in 
about December 1957 of the first F-27 off the production line. 

As a nonmail carrier, Mackey Airlines is not eligible for subsidy, 
and, consequently, the proposed legislation, while undoubtedly of po- 
tential value to the carrier, would not have any effect on the subsidy 
obligations of the United States, which was a basic consideration of 
the Board in proposing the legislation. 

There is attached a table showing the long-term debt, net worth, 
and total invested capital of this carrier (appendix 8). 

The three certificated helicopter air carriers are not covered by 
the provisions of H. R. 7993. These three carriers are Chicago Helli- 
copter Airways, Los Angeles Airways, and New York Airways. 
All hold temporary certificates, The Chicago carrier’s certificate will 
expire in 1963. The certificates held by the other two carriers have 
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recently expired, but are continued in effect by operation of law. The 
renewal proceeding for Los Angeles Airways is now in process, and 
it is expected that the renewal proceeding for New York Airways 
will be commenced in the velasionth near future. 

The three: helicopter services which the Board has authorized, in 
Los Angeles, Chicago, and New York, are highly subsidized. Not- 
withstanding the fact that they have been in operation for a number 
of years, going back as far as 1947 in the case of Los Angeles, the 
service is still experimental and promotional in character. Further- 
more, the total subsidy has increased rather than diminished year 
by year as the helicopter services have been expanded. It is esti- 
mated that for the fiscal year 1957 the subsidy will approximate 
$3,800,000. 

Each of the three helicopter carriers operates S—55 rotary-wing 
aircraft. Two of them also operate a few of the larger S-58’s. We 
have no information from these carriers as to the possible improved or 
more economical operating characteristics of other rotary-wing air- 
craft now in production or projected for the future. However, since 
H. R. 7993 would, if enacted, be effective for 5 years, so far as the 
Board’s authority to guarantee any lender is concerned, it is, of 
course, possible that an improved and more economical helicopter may 
become available within the 5-year period. 

As indicated above, the subsidized operations of the helicopter 
operators are in a much more experimental stage than those of the 
local-service, short-haul carriers, and the Board regards their equip- 
ment problems as quite different at the present time. There is attached 
a table showing the estimated subsidy accruing to the three helicopter 
operators, and a table of long-term debt, net worth, and total invested 
capital (appendixes 9 and 10). 

In summary, the Board does not feel that Alaska Airlines, 
Pacific Northern Airlines, Mackey Airlines, Caribbean Atlantic Air- 
lines, Chicago Helicopter Airways, New York Airways, and Los 
Angeles Airways come within the purview of, and does not recom- 
mend their inclusion in, H. R. 7993. If, however, the Congress feels 
that the legislation should be extended to them, the Board would not 
object to amendment of the bill for that purpose. 


INTEREST RATES AND GUARANTY FEES 


Section 5 of the Board’s draft bill made provision as to rates of 
interest, guaranty fees, and other charges, as follows: 

Sec. 5. The Board shall prescribe, either specifically or by limits, rates of 
interest, guaranty fees, and such other reasonable fees or charges as it may 
require in connection with guaranty of aircraft-purchase loans. 

In accordance with a suggestion made during the hearings on the 
companion Senate bill, S. 2229, with which the Board concurs, this 
section has been revised to read as follows: 

Sec. 5. The Board shall prescribe and collect from the lending institution a 


reasonable guaranty fee in connection with each loan guaranteed under this 
Act. 


As thus revised, the section eliminates the language with respect to 
the prescription of interest rates and such other reasonable charges or 
fees as might be required, and only requires that the Board prescribe 
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and collect a reasonable guaranty fee in connection with each loan 
guaranteed. 

The language that the Board shall prescribe interest rates has 
been eliminated because, as a practical matter, the Board will not 
be prescribing interest rates, but rather will be reviewing a par- 
ticular loan agreement arriv ed at by a borrower and a bank or other 
lending institution. In this context, the Board will be reviewing 
the agreement for reasonableness before giving any guaranty, rather 
than prescribing the terms of the agreement. 

Section 3 of the bill contains sufficient language, as quoted below, 
which, in our opinion, will permit the Board to pass on the reason- 
ableness of the terms of the loan agreement, including, of course, 
the interest rate. 


Such guaranty shall be made in such form, on such terms and conditions, 
and pursuant to such regulations, as the Board deems necessary and which 
are not inconsistent with the provisions of this Act. 

The language that the Board shall prescribe “such other reason- 
able fees or charges” has been eliminated, because no other fee or 
charge in addition to the guaranty fee is contemplated. 


ADMINISTRATIVE COSTS 


Enactment of the proposed bill would entail an increase in work- 
-_ of the Board, breaking down as follows: 
1. Developing specific pr rocedures and requirements. 
2. Processing of individual applications for 9 loan guaranty. 
Collection of, and accountmg for, such fees as may be pre- 
se vibed. 

4. Keeping informed as to the current status of loans guaranteed 
under the program. 

In the event of default, taking the necessary steps to fulfill the 
conditions of the guaranty. 

6. Processing an increasing number of route and rate cases to 
reflect the operating results of ‘the new equipment. 

Because this workload would, in large part, be intermittent and 
peak from time to time, particularly during the early stages of the 
program, precise estimates of the direct administrative costs are 
difficult. However, specific figures have been developed, based on 
certain assumptions. 

Under the bill as now drafted, 21 carriers would be eligible to 
seek a guaranteed loan. Assumption 1 is that, immediately “follow- 
ing enactment of the bill, 10 carriers would seek guaranteed loans; 
that, during the first year after enactment, 5 additional carriers 
would do likewise; and, finally, that the loans would average $3 
million, or a total of $45 million. Assumption 2 is that, at some 
time during the remaining 4 years the authority to guarantee would 
be in effect, 5 or 6 more carriers would seek guaranteed loans, like- 
wise averaging $3 million, for a total of loans to be guaranteed of 
some $60 million. 


95051—_57——_6 
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These, it should be emphasized, are merely assumptions to pro- 
vide a point of departure in calculating workload and the net cost 
of administering the program. 

However, based on these assumptions, it is estimated that the direct 
cost of administering the program would aggregate an average of 
$45,000 annually over a 10-year period. This figure represents the 
equivalent of 7 man-years costed at $42,000, plus necessary, related, 
nonsalary expenses in the amount of $3,000. 

If the guaranty fee prescribed were equivalent to interest com- 
puted at the rate of one-half of 1 percent per year of the average 
outstanding balance of loans guaranteed which, as indicated pre- 
viously are assumed to total $60 million (amortized in all cases over 
a 10-year period), the sum of such fees would aggregate $1,500,000. 
On the basis of an average annual figure of $45,000, for a period of 
10 years, the total cost would be $450,000. Thus, the cost of the 
program would be self-liquidating and the program would show 
a net return to the Government of approximately $1 million. These 
figures are given by way of example and are not to be taken as an 
indication that the guaranty fee charged would in fact be one-half 
of 1 percent. 

This return to the Government, of course, would be entirely apart 
from the savings anticipated through reduction of subsidy, and pro- 
vided no liability is incurred by reason of default on the part of 
any carrier with respect to its loan. 

The Bureau of the Budget has advised that although there is no 
objection to the submission of the foregoing statement for consid- 
eration of the Congress, the Bureau and the Treasury Department 
recommend against enactment of the proposed legislation. 

(The appendixes above referred to are as follows :) 


APPENDIX 1 


Summary, local service and territorial carriers, estimated subsidy accruing 
Jiscal years 1951-58 


{In thousands] 


Fiscal year Local | Intra- | Hawaiian 
| service Alaska 

= | 

| 

| 

| 

| 

| 


$17, 310 | $48 | 8, 734 
715 21, 885 
25, 849 
28, 389 
26, 004 
27, 547 
« , 559 


29, 826) 


1952 18, 990 
1953. - 21, 800 
1954 24, 300 | 
1955 ‘ 22, 637 | 
kc ted 24,910 | 
1957 27, 196 
1958_. , i 27, 805 | 


1951-58 ei | 184, 948 | 


,» 793 





Note.—Subsily totals above and on vp. 2 do not include Alaska Airlines and Pacific Northern Airlines 
who operate both intra-Alaska and States-Alaska routes. 
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Local service and territorial carriers—Estimated subsidy accruing to each 


carrier, fiscal years 1951-58 
{In thousands] 





1951 | 1952 1953 | 1954 


Local service carriers: 





| | 
Allegheny (formerly All American) --.__- $1, 784 |$1, 683 Is1, 260 \$1, 718 
DU Laiccscvsnncncebaatocascasesaup |} §90| 631 701 922 
I a cate iaiinsion cicictenidl lath | 946 | 1,437 | 1,786 | 1,709 
ae ES eee ---| 63] S87 |..-.... ee 
TP cicthscnccuuncostoaesapewaaeah oe } 2,428 | 2,618 | 2,795 | 2, 730° 
oS a a ere -| 739| 762) 747) 1,508 
OE 2 are... Cee asst 906} 206 -}...... am . 
Mohawk (formerly Robinson) _- | 875 749 | 823 | 1,021 
North Central — rly Wisconsin Cen- | 

| eee iscouaad ee .--------| 1,218 | 1,207 | 2,115 | 2, 204 | 
 , SESS ESS fos 796 | 2,077 | 2,249 | 1,882 
Piedmont. --- ee --| 1,160 | 820 | 1,548 | 2.011 
Pioneer (Continental) ______- ‘ 7 1,064 | 1,003 | 1,018 1, 205 | 


SOUthOE.... <i oscsn-s-. 


aie ..-| 1,387 | 1,925 | 1,914 | 1,901 





1955 1956 | 1957 


[ss 
* a 





\s1, 717 8, 287 \s2, 487 $2, 536 
| 815 | 1,182 | 1,275 | 1,274 
| 1,919 | 2109 | 2250 | 2° 495 
| 
| 2,555 | 2,477 | 2,490 | 2, 485 
| 1,423 | 1,361 | 

| 

| 


| 1,586 | 2,113 
1,806 | 2,241 | 2,733 | 2,725 
1,979 | 2,088 | 2,469 | 2, 466 
1,234 | 1,153 | 678 |. ___- 

| 1,706 | 1,716 | 1,917 | 1,958 

| 975 | 1,342 | 1,761 | 1,807 

| 2,468 | 2, 534 | 2,888 | 2,944 

| 1,595 | 1,808 | 1,822 | 1,923 





22, 637 24,910 |27, 196 | 27, 805 








| 


| 

| 336] 340| 312] 307 

| 54] 50] at 
354 {| 278] 273} 271 
254 239 231:| 229 
944/ 715/ 618| 589 

es | ‘ | 

of 35 e o 

1, 075 690 642 625 





3, 074 | 2,347 | 2,078 | 2,021 








Southwest__. eae : _..---| 782} 831 | 946) 1,101 
Trans-Texas_.___- aoe PRS | 1,584 | 1,579 | 1,505 | 2,636 
Welt Cone. .......... : ee | 652] 612 1,521 | 1,498 
Wiggins........_- ; ; 337 | 294 272 | 24 | 
Total]... -- , a ei 17, 310 118, v1) 21, 800 24, 300° 
Intra-Alaskan carriers: _ yes on | 
Alaska Coastal - - pinch eee cede 88; 202) 3657 342 
Byers. .... ’ 24 36 | 55 | 56 
Cordova z ; | 25 | 157 345 348 | 
Ellis ‘ | 162 207 | 267 270 
Northern Consolidated _____- 2B 518 880 | 1,112 | 1,137 
Reeve. ; i 24 8 39 | 91 
WE i ata 535 690 | 1,003 | 1,156 
Total.._- = wed ; eniadial 1, 376 | 2,180 3, 178 | 3, 400 | 
Hawaiian carriers: j a 
Hawaiian ‘ a 30 503 620 448 
Trans-Pacific_- oss 18 212 251 | 241 
Total....<.. gana ; 48 715 | 871) 689 


' 


APPENDIX 2 


Local service operations 


Total revenue plane-miles flown 

Average length of plane hop (miles) 

Revenue passengers carried (scheduled services) 

Revenue passenger-miles (scheduled services) 

Total revenue ton-miles of traffic. __- 

T tal route-miles authorized (duplicated) 

Weighted-average route mileage in operation (unduplicated) 
Average revenue passenger load (persons) 

Revenue passenger-miles per (weighted) route-mile per day 
Revenue passengers per airport per day 

Revenue passengers per revenue plane departure 

Average passenger journey (miles) 

Total commercial operating revenues. . 

Breakeven need a 
Breakeven need per reve nue plane-mile (cents) - 

Ratio, breakeven need to commercial revenue 
Subsidy. 

Service mail pay 

Total subsidy and service mail pay 


! Includes the present 13 independently operating local service carriers plus the following 


which was merged into West Coast in 1952; Mid-Continent 


Airways whose certificates were not renewed. 
2 Covering the present 13 independently operating local service carriers 


Frontier, Lake Central, Mohawk, North Central, Ozark, Piedmont, Southern 


and West Coast. 
3 As of Dee. 31, 1951. 
4 As of Dec. 31, 1956. 
’ Fiscal 1951. 
¢ Includes Continental route No. 64 (formerly Pioneer). 


From C AB records, 
From CAB records, 


| 242 240 235 
51 | 50 50 


293 290 285 


| Calendar 
| year 1951! 


Calendar 
year 1956 2 





| 

| 38, 730, 023 | 60, 529, 316 

| 70. 55 | 78. 86 

| 1, 480, 524 3, 454, 333 
289, 644, 000 631, 631, 000 


31, 219, 296 66, 498, 360 
3 29, 439 | 438, 525 
21, 354 | 23, 611 

7. 63 10. 61 

37. 16 | 73. 09 

10. 90 24. 51 

2. 75 4.58 

195. 64 182. 85 


$17, 888, 209 $43, 392, 973 
$18, 106,875 | $24, 900, 746 

46. 76 41.14 

1.01 0. 57 
5 $17,310,000 | ® $27, 196, 000 
5 $1, 151, 000 6 $1, 259, 000 
5 $18, 461,000 | ® $28, 455, 000 


g: Empire Airlines 


é (Braniff) route No. 106 which is now authorized 
to Ozark; Pioneer route No. 64 which was acquired by Continental; and Mid-West Airlines, and W 


iggins 


Allegheny, Bonanza, Central 
, Southwest, Trans-Texas, 


Totals are for fiscal 1957. 
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APPENDIX 3 


Long-term debt, net worth, and total invested capital local service, intra-Alaska, 
and Hawaiian carriers as at Dec. 31, 1956 


{In thousands of dollars] 


jana Soh peste etd illite 





Long-term | Total 
Carrier debt ! Net worth | invested 
capital 
Local service (domestic): 
Allegheny Airlines, Inc_ --_-_-- = $1, 359 $970 | 2, 329 
Bonanza Air Lines, Inc____- nackitianas AGS 198 866 | 1, 064 
Central Airlines, Inc__-_- =e : ee tee} 286 518 | 804 
Frontier Airlines, Inc____- ; : | 455 | 561 | 1, 016 
Lake Central Airlines, Inc__-_-_-_-_-- ae ad 430 (11) 419 
Mohawk Airlines, Inc- - _- ; od Bos ea as 4, 713 | 875 | 5, 588 
North Central Airlines, Inc_-- iia ; 526 | 1, 147 | 1, 673 
Ozark Airlines, Inc. ..-........-....- Se re es 547 642 | 1, 189 
Piedmont Aviation, Inc. .........__-- uo. ideal 625 | 1, 748 2, 373 
Southern Airways, Ine__.._- i ; san 244 673 | 917 
Southwest Airways Co__.-..._.-...------ Bd hiatal 1, 190 1, 626 | 2, 816 
Trans-Texas Airways ne a ; cat 367 845 | 1, 212 
West Coast Airlines, Inc.... P eb dhe ss cpibes-nal 318 791 1, 109 
Alaska: 
Aledicn Gonatal Airlines... 2... 2. - 26 2-12 ss sss nee | 126 | 350 476 
Cordova Airlines, Inc.............-..-.- pAniancs ; 220 | 177 397 
Ellis Air Lines.._. subabeees = 71 | 444 515 
Northern Consolidated Airlines, Inc__- in ab nk 379 | 782 1, 161 
Reeve Aleutian Airways, Inc. ..__-- ee “ cae ; a 332 332 
Wien Alaska Airlines, Inc- -- are : aii mal 304 | 519 823 
Hawaii: 
Hawaiian Airlines, Ltd____- _e , 4 1, 860 | 1,716 3, 576 
Trans-Pacific Airlines, Ltd_............- Bikncikn Gace’ 34 (49) (15) 





1 Total of long-term debt and notes payable. 


NotTe.—Parentheses denote negative amount. 
Source: CAB form 41 reports of the carriers. Prepared June 12, 1957, Office of Carrier Accounts and 
Statistics, Research and Statistics Division. 





APPENDIX 4 


Estimated subsidy accruing to Alaska Airlines and Pacific Northern Airlines, 
fiscal years 1951 through 1958 





Thousands of dollars 
Intra- | States- 
Alaska | Alaska 
———— - | — — _ — 
Alaska Airlines, Inc.: | 
Fiscal year: 
_ Saar ; ; 7 $744 |__ 
1952... j 777 $695 
1953. - J 919 1,142 
1954. __ 5 - = | 1,063 1, 165 
1955_ _- ‘ : | 899 979 
1956 747 821 
1957_ -- | 748 800 
1958... | 709 79% 
Total_._- 6, 606 6, 395 
Pacific Northern Airlines, Inc. 
Fiscal year: | 
_ RA ‘ ‘ | 364 
1062...... 399 182 
1953... 542 733 
1954. : 279 1, 029 
1955___ E 340 | 1,243 
1956 _ 204 27S 
1957_ . . 268 | 2, 298 
1958 _ | 259 | 2, 278 
Total. | 2, 745 19, 138 








C 


M 
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APPENDIX 5 


Long-term debt, net worth, and total invested capital as at Dec. 31, 1956 


{In thousands of dollars] 








Long-term Total 
debt ! Net worth invested 
| capital 
Alaska Airlines, Inc.?.___- ek aaa eee es eer $913 $1, 791 $2, 704 
Pacific Northern Airlines, Inc.?_._..................._..-...-- 3, 033 2, 366 5, 399 
1 Total of long-term debt and notes payable. 
2 Total system data. 
Source: CAB form 41 reports of the carriers. 
APPENDIX 6 
| Estimated subsidy accruing to Caribbean Atlantic Airlines, Ine., fiscal years 1951 
i through 1958 
| Thousands 
| of dollars 
Wiwen). your 20G8s nc oe cst cell ATE oe = dist amend __ $248 
Oe iia 152 
| CIE IONE SUI ota secre res den costs hot case neces ec epee thaeaiead eencgaaeteceimaneeea anieeaasiameeiel 128 
SPIN NE BO ai vrcicicc cincccnisnsssnscessalhitnssS lenis, alaeiendaieea MIM isis ic nntnccpinatisnimianamsiaencbamatihiaedian 93 
| BF IS, NR TET a asses so isin secusnecissiveihlnninsticeagaaneetiepmaiaaia iii caalaateaaaraniiatramimaalimei als 93 
| Fer NI II stan hain that lass hcuccahemee kami inane ae ae 
Fr Ss Wai KE seaside bin iaiisnis bcos tesa vcicibedadiaidcieten tees dace beatin aalinipcmcceaame saedied 
By NN BGs cndeicherntctcnteneinchi aha disan acaba aieamannnaammmenee canis 
OCR sisi od thick dtnhpidiieiddnedinad aia 714 


APPENDIX 7 
Long-term debt, net worth, and total invested capital as at Dec. 31, 1956 
[In thousands of dollars] 


Caribbean Atlantie Airlines, Inc.: 
Léeng-term: (debt csc oi cuiesueties eo yes ze oh li ol eet _ $115 
Net worth 


rsa OE 





sigue: ope catch remote andl dsorpertnalesh Gitetcbentabhocin Apethoal tedkcaite 555 
' — —-— 
' 
IEE ne UE COEUR err caihase o ert ais at adn tagneale a ackcalethineeaGxumincioniaes a, “Oe 
2 Total of long-term debt and notes payable. 
Source: Carrier’s form 41 report, CAB. 
APPENDIX 8 
Long-term debt, net worth, and total invested capital as at Dec. 31, 1956 
{in thousands of dollars] 
Mackey Airlines: 
I CU ne ee eae $350 
DOG | WI i casas prabthbec ccaengieig aatot pnsicthcbegin bt Sen natbghiacsneseonionetaiied anima os temas eabihen slevaien.- a 
Total invested ‘capital wocayojuis esl lt gol) eel yrs 2, 054 


2 Total of long-term debt and notes payable. 
Source : CAB form 41 reports of the carriers. 
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APPENDIX 9 


Estimated .subsidy accruing to the $ certificated helicopter carriers, fiscal years 
1951 through 1958 


{In thousands of dollars] 


Fiscal year Chicago Los Angeles | New York 





(1) (*) 

(1) (1) 

@) (1) 
684 1 
816 1, 
877 i 
935 1 
935 l 


1 4, 247 7, 





1 During fiscal years 1951, 1952, and 1953 when passenger service was not yet provided, no service rate 
was specified and all mail compensation was designated as service mail pay. 


APPENDIX 10 


Long-term debt, net worth, and total invested capital, as at Dec. 31, 1956 
{In thousands of dollars] 


Long-term Total 
debt ! Net worth ! invested 
capital 


Chicago Helicopter Airways f 1, 478 
Los Angeles Airways 
New York Airways 





1 Total of long-term debt and notes payable. 
Source: CAB form 41 reports of the carriers. 


Mr. Durrer. I might say that we went into these considerations be- 
cause of questions that were directed to me in my appearance before 
the Senate committee as to why certain specific areas had been excluded 
from the bill, but I think I will defer the specific discussions as to 
why the other carriers were not included, unless there are specific 
questions directed to that point, and the statement which I have filed 
does, I believe, specifically explain why the Board did not see fit to 
includes the States-Alaska carriers, and the Caribbean Atlantic Air- 
lines, and the helicopter air carriers in the provisions of this bill. 

In summary, the Board does not feel that Alaska Airlines, Pacific 
Northern Airlines, Mackey Airlines, Caribbean Atlantic Airlines, Chi- 
cago Helicopter Airways, New York Airways, and Los Angeles Air- 
ways come within the purview of, and does not recommend their inclu- 
sion in H. R. 7993. If, however, the Congress feels that the legislation 
should be extended to them, the Board would not object to amendment 
of the bill for that purpose. Now, in connection with interest rates 
and guaranty fees, these matters are covered in the bill. 

Section 5 of the Board’s draft bill made provision as to rates of 
interest, guaranty fees, and other charges as follows. Section 5 pro- 
vides : 

The Board shall prescribe, either specifically or by limits, rates of interest, 


guaranty fees, and such other reasonable fees or charges as it may require in 
connection with guaranty of aircraft purchase loans. 
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In accordance with the suggestion made during the hearings on the 
ee bill, S. 2229, with which the Board concurs, this sectiori 
has been revised to read as follows: 

Sec. 5. The Board shall prescribe and collect from the lending institution a 
reasonable guarantee fee in connection with each loan guaranteed under this Act. 

As thus, revised, the section eliminates the language with respect 
to the prescription of interest rates and such other reasonable charges 
or fees as might be required and only requires that the Board prescribe 
and collect a Hensdtiabis guaranty fee in connection with each loan 
guaranteed. 

The language that the Board shall prescribe interest rates has been 
eliminated, because as a practical matter the Board will not be prescrib- 
ing interest rates, but rather will be reviewing a particular loan agree- 
ment arrived at by a borrower and a bank or other lending institution. 
In this context the Board will be reviewing the agreement for reason- 
ableness before giving any guaranty, rather than prescribing the 
terms of the agreement. 

Section 3 of the bill contains sufficient language as quoted below 
which, in our opinion, will permit the Board to pass on the reasonable- 
ness of the terms of the loan agreement including, of course, the inter- 
est rate. 


Such guaranty shall be made in such form, on such terms and conditions, and 
pursuant to such regulations as the Board deems necessary and which are not 
inconsistent with the provisions of this Act. 

The language that the Board shall prescribe “such other reasonable 
fees or charges” has been eliminated because no other fee or charge 
in addition to the guaranty fee is contemplated. 

With reference to the administrative costs which the Senate cum- 
mittee asked us about there is reference and an analysis of that in our 
statement. If the committee is interested in that, I can read it to you, 
but if there are any questions as to costs of administration of this, 
that is contained in our statement on pages 16 and 17 of this statement. 

The Bureau of the Budget has advised that although there is no 
objection to the submission of the foregoing statement for considera- 
tion of the Congress, the Bureau and the Treasury Department recom- 
ment against enactment of the proposed legislation. 

That concludes my statement, Mr. Chairman. 

The CuatrmMan. Mr. Chairman, let me, in behalf of the committee, 
thank you for this enlightening statement. It is a very informative 
statement on this problem. I think you have stated to the committee 
very clearly and fully the situation in explaining the problem you 
have in connection with this whole matter. 

Now, as I mentioned a moment ago, the appendixes which you have 
attached to your statement contain, I think, very important and up- 
to-date information and will be included in the record for the benefit 
of the committee and the Members of the Congress. 

Many of us, I think, have been anxious to have this information 
brought up to date, which I see you have done not only in the total 
figures, but broken down company by company. 

Mr. Durrer. I might say, Mr. Chairman, we have had the benefit 
of a dress rehearsal before the Senate committee and much of this 
information is in anticipating some of the questions here and we 
have been able to supply it more in detail than we did in the Senate. 
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The Cuarrman. Perhaps the detailed information which you have 
presented to us will obviate the necessity of long and extensive ques- 
tions. 

Mr, Durresz. I hope so. 

The CHarrMan. a there any questions? Mr. Roberts? 

Mr. Rozerts. No questions. 

The CuHarrman. Mr. O'Hara? 

Mr. O’Hara. Mr. Chairman, I apologize to you, Mr. Durfee, for 
not being able to be present when you started your statement, but I 
shall read it very carefully. 

Mr. Durfee, this committee has been very much concerned with 
the problems of aviation over the years and this committee has been 
particularly sympathetic to the problem of our local airlines, our 
Alaskan airlines, and Hawaiian airlines, and we have tried to en- 
courage the aircraft manufacturers to develop a prototype plane which 
should have succeeded the DC-—3, and the lack of that development 
I think is contributing or certainly has been a contributing factor 
to the problems which we have today. 

Now, from what testimony I have heard and from what little I know 
about this legislation and the testimony we have had on it, Mr. Durfee, 
it would indicate that 21 carriers are involved financially in a very 
critical situation. 

I note that the Department of Commerce is opposed to this legisla- 
tion in substance—or some of this legislation—and I note that you 
are not overenthusiastic about some of it, Mr. Chairman; but I am 
just wondering what we are going to do, what the answer to it is. 

The maritime, I understand, have a somewhat similar situation in 
the matter of shipping and they have taken care of that in their own 
way and it has worked out, so far, at least, very well. 

Now, do you see the problem in aviation as being completely dif- 
ferent? Do you think the aviation problem is going to be a different 
problem from the shipping problem? I am speaking now of mari- 
time shipping. 

Mr. FEE. I understand that under the Federal maritime mort- 
gage provisions, that legislation is in effect similiar to what we 
have here. 

Mr. O’Hara. You say it is substantially the same? 

Mr. Dorree. I believe it is; yes, sir. 

Mr. O’Hara. From what you have observed while you have been 
on the Commission, do you feel that there is some critical situation in 
the financing and matter of obtaining new planes? It would seem 
that these people have quite a serious condition. 

Mr. Durrep. Yes, sir. I can appreciate the consideration of the 
Treasury Department. I believe the Council of Economic Advisers 
and Commerce are against the basic consideration, basic undesirability 
of extending further Government guaranty of loans. I am sure the 
Board agrees that only urgent circumstances should require an ex- 
tension of Government guaranty of loans. 

It is the opinion of the Board that such urgent circumstances and 
conditions exist as to make it imperatively necessary to require the 
Government guaranty in the case of the local service carriers and that 
is the reason we have asked for it in this bill. 

If their subsidy position is going to improve, rather than get 
worse— 
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(1) They have got to have new equipment; 

(2) They cannot get that new equipment with their existing finan- 
cial structure ; 

(3) We are reliably advised by these carriers that they cannot. get 
conventional forms of bank financing because of their undesirable 
financial structure as subsidized carriers; and 

Finally, the Board has sponsored this legislation as being the 
alternative available to the carriers to solve this very urgent pressing 
situation which faces the Government and the carriers with reference 
to subsidy. 

Mr. O'Hara. And in that, of course, the public is involved also, 
Mr. Chairman. 

Mr. Durrer. Yes, sir. 

Mr. O’Hara. That is all. 

The CHatrman. Mr. Chairman, in connection with the questions 
which Mr. O’Hara asked a moment ago, I get the impression from 
your statement that you are very enthusiastic about this legislation. 

Mr. Durrer. Yes,sir. I hope I left that impression, Mr. Chairman 
and Mr. O’Hara. 

Mr, O’Hara. Well, I got the wrong impression, perhaps, because 
lately I find myself on one side and the CAB and the Department of 
Commerce on the other. 

Mr. Durree. In this case I do not want the record to be left in 
any such way as to leave the impression that I am not. enthusiastically 
for it. I want the record to show emphatically that I, as Chairman, 
and the Board and its staff, are enthusiastically in support of this 
legislation. 

The CHarrMan. It is a fact, is it not, that the Board is sponsoring 
this legislation ? 

Mr. Durrer. Yes, sir. 

The Cuarrman. Initiated it and is sponsoring it? 

Mr. Durrer. Yes, sir. 

The CHarrMan. Mr, Staggers? 

Mr. Sraccers. Mr. Chairman, I was interested here in the last 
paragraph of your statement, in which you say: 

The Bureau of the Budget has advised that although there is no objection 
to the submission of the foregoing statement for consideration of the Congress, 
the Bureau and the Treasury Department recommend against enactment of the 
proposed legislation. 

I do not have their report here before me. Why are they against 
the legislation ? 

Mr. Durrer. I believe, Mr. Congressman, in general their position 
is that they are opposed to any further extension of Government 
guaranties of loans as a matter of general principle, and would be 
opposed to this legislation or any other similar legislation on the gen- 
eral basis that any further extension of Government guaranteeing of 
loans to private industry is not required. 

On that, the Board respectfully takes issue with the Bureau of the 
Budget and with the Treasury Department, because of the urgency 
of the situation affecting the local service carriers, and the fact that 
we believe that this form of guaranty is the only medium through 
which the local service carriers can secure adequate financing for new 
equipment, which they need very badly. 
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I have not read their statement. We have had conferences with 
the Bureau of the Budget, representatives of the Treasury Depart- 
ment, representatives of the Council of Economic Advisers, and I be- 
lieve my statement as to the general basis of their opposition is sub- 
stantially correct, as I understand it. 

Mr. Sracerrs. I was going to follow up my colleague from Minne- 
sota (Mr. O’Hara) and his questions about the Department of Com- 
merce, but I notice that Bradley Nash is here and probably could 
answer any question that I have on that, so I will reserve that for him. 

But it seems as if the administration, then, is divided as to what 
should be done in the different branches on this bill in coming before 
the Congress. That is what I meantt o ask about next. On the basis 
of that evidence, I would like to ask, has the Senate reported this bill? 

Mr. Durrer. It was approved by the committee. I understand that 
it is supposed to come out today. 

Mr. Sracerrs. Out of the committee, you mean ? 

Mr. Durrer. I think the committee has already approved it. We 
understand it is coming out of the committee today. It is my under- 
standing that the committee has approved it. 

Mr. Staceers. I do not understand that it is going to come before 
the floor, because they seem to be engaged in a conflict which I think 
will keep them busy for a while. 

I believe that is all the questions I have, Mr. Chairman. 

The CuatrrmMan. Mr. Wolverton? 

Mr. Wotverton. No questions. 

The Cuarrman. Mr. Springer! 


Mr. Sprincer. Mr. Chairman, first, I would like to say in connec- 


tion with the statement that when a good statement is made some- 
thing should be said about it. As the chairman has stated, this is one 
of the best statements that has ever been made by any agency that has 
ever come before this committee and I certainly want to congratulate 
you on that. We do not have to go back to the agency and ask them 
to send up information for the record, because you have given us a 
complete statement. 

Now, there are several questions I would like to ask, Mr. Durfee. 
On page 1 of your statement—if you will just refer to that, please, and 
I am going to refer to paragraph 4, beginning with: 

The problem which faces the Board and the Government is this: 
and I read these words— 


The operations of the local service carriers and the intra-Alaskan carriers are 
costing the Government approximately $30 million a year in subsidy. 

My question is if this legislation is finally made into law, is it the 
belief of the Board that this subsidy can be reduced substantially in 
the next 5 years? 

Mr. Durrer. Within the next 5 years? 

Mr. Sprincer. Yes, sir. Have you made any study which would 
enable you to state in what percentage this subsidy could be reduced 
in the next 5 to 10 years? 

Mr. Dorrer. Mr. Chairman and Mr. Congressman, I would not 
venture a statement on that, as a percentage or any other figure. 
There are imonderables which the Board and this industry face. We 
have one here. We are talking about new types of equipment which 
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we are relying on and the industry is relying almost completely on 
prospectuses and perspective information given up by the aircraft 
manufacturers, as to the increased efficiency and economy of the 
operation of these aircraft. That, however, has never been proved. 
These aircraft are not even—that is, so far as I know—they are not 
being flown-tested within the United States today. 

On the basis of information—and it has been quite thoroughly 
checked and double-checked by the carriers and to a degree by the 
Board—we are convinced that this equipment does have substantial 
promises. 

The other imponderable, Mr. Congressman, involves the reorganiza- 
tion of the route structure of the local service carriers which the 
Board is now considering in a series of consolidated local service 
hearings. We have consolidated a number of applications within 
one geographical area, like the Great Lakes Service case, in an effort 
to rearrange the routes so as to provide better service to the public 
and more economical operation. 

I would say, Mr. Congressman, without any equivocation, that I 
believe the Board and the staff are satisfied that if this new type of 
equipment can be obtained by these carriers, with the necessary 
adaptations in route structure which the Board now has in process, 
there will be a substantial improvement in the subsidy requirements 
of these carriers within the next 5 years. I would not attempt to 
say how much, 

Mr. Sprincer. This is based on two factors; first, upon the obtain- 
ing of new equipment, and second, upon the rearranging of the routes 
to make them more economical in operation; upon both of those 
factors? 

Mr. Durrer, I might say not. only more economical, but better 
designed to serve the public convenience and necessity, which is our 
No. 1 objective in the local service field. 

If our sole objective was economy, probably a majority of the 
routes of the local service carriers today would be eliminated. 

Mr. Sprincer. I think that is rather complete, Mr. Durfee. At 
least I think we are able to draw conclusions from it. 

Would you turn to page 3 of your statement? And I would like to 
read, beginning with the first line: 


The assistance which the Government furnishes to the carriers by way of 
subsidy cannot be used to meet this problem because in its administration of 
the Civil Aeronautics Act the Board takes the position that the subsidy payments 
made to the carriers under the act can be used only to assist in meeting the 
operaing needs of the airline as distinguished from the purchase of equipment 
and other capital assets. 


My question is: Has that been the rule of the Board consistently 
through the years? 


Mr. Durree. Yes, sir. 
Mr. Sprrncer. Are you bound by legislation on that, or by your 
own rules? 
Mr. Durrer. That is the interpretation by the Board of the existing 
legislation. 
Mr. Sprincer. That there is no place that you may allow in the 
subsidy program for capital equipment and investment capital? 
Mr. Durrer. Not as a direct subsidy payment. 
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Mr. Spreveer. You may take it into consideration ¢ 
Mr. Durreg, In the a statement of the carrier, they have 
of course provision for depreciation of the aircraft which they have. 
But in that sense, you might say that in a mail-rate case, when we 
allow a carrier its operating expense allowance for depreciation, 
there is a provision for amortization of investment, but there is no 
provision for a direct subsidy grant to buy airplanes. That has been 
so construed by the Board. 

Mr. Sprincer. Now going to the bottom of page 3, the last line: 

The guaranty would not be made unless the Board found that the air carrier 
could not otherwise successfully negotiate the financing of suitable transport 
aircraft on reasonable terms. 

Now, in all of this you are going to have a hearing to determine 
whether or not this is needed ? 

Mr. Durres. In view of the fact that this would not be an adversary 
proceeding but would be an application by a single carrier for guar- 
antee, they would go to a private banking institution and then come 
back with an agreement for a loan, and they would come back to the 
Board and ask us to approve that for the purpose of a Government 
guarantee. I do not believe there is anything within the rules of the 
Board or the Administrative Procedure Act or anything else which 
would require a public hearing. That would be a matter of procedure 
that the Board would have to resolve, and I would merely say that I 
do not think the Board contemplated a public hearing on that. 

Mr. Sprincer. No. But what you do contemplate, though, is a de- 
termination—whether there is a public hearing or not—of whether or 
not that is neded ? 

Mr. Dourree. Yes, sir. 

Mr. Sprincer. And that would be a proper administrative function 
of your Board ? 

Mr. Durrer. It would be by formal order of the Board approving 
the loan for the purpose of guaranty. 

Mr. Sprincer. Mr. Chairman, I did not get in here until after the 
witness read his statement. Was there any reference to 5822? 

The Cuatrman. The chairman has filed a brief statement which 
is going to be incorporated in the record, a copy of which is before 
each member. 

Mr. Sprincer. This refers, Mr. Chairman, to H. R. 5822. 

On page 3, going to the end of paragraph 2, of your statement, I 
read this one sentence: 


if the evidence does not support such a need there would then be no factual 
basis for singling out equipment retirements for special treatment. 

Now, my question is: Should this determination, in your opinion, 
be based on the need of each individual airline? Is that the feeling 
of the Board ? 

Mr. Dourreg. In the pending proceeding, insofar as it affects all 
subsidized carriers with respect to capital gains, I believe the intention 
of the Board in this proceeding is to arrive at 2 general conclusion of 
policy which would apply to all carriers or groups of carriers. 

Mr. Sprincer. I understand your policy, but my question is drawn 
a little finer than that, I think, Mr. Durfee. Your policy would apply 
to all carriers. But it is my understanding, from the statement you 
have made here in the preceding paragraph, putting that together, 
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that it is your feeling that in the capital gains that should be made 
there should be a determination first of the Board as to whether or not 
there is a need by that airline. 

Mr. Durres. I think the first determination which the Board must 
arrive at in this case is whether we have, under the existing legisla- 
tion, the legal authority to allow capital gains to be used for the pur- 
pose of capital investment rather than income or revenue. That is 
the first question. 

The second question: I believe your question goes to whether, in a 
specific ease, of a specific character, the Board as a result of a de- 
termination, assuming that we can legally do this—if we cannot legal- 
ly do it, then I suppose it is up to the Congress, if they want us to do 
it. 

Mr. Sprincer. Let as assume you can legally do it. Now let us 
come to my question; that is, Is it the thought of the Board that you 
ought to apply this particular provision, and that if you have this 
legal determination it should be made on the application of each air- 
line specifically and on the evidence alone that is introduced as to 
that airline? Now, I take it from the overall reading of your state- 
ment, although you do not say it in so many words, that that is your 
approach. 

Mr. Durrer. In the sentence to which you referred, Mr. Congress- 
man, if the evidence does not support such a need, then there would 
be no factual basis for singling out equipment requirements for special 
treatment. I believe it is the intention of the Board in this proceeding 
to determine, 1, whether we have the legal authority 

Mr. Serincer. Let us pass that one, I assume that you do. 

Mr. Durrer. And 2, whether as a matter of general principle we 
should permit them to do this. And let us say the Board was to 
determine as a matter of general principle that we should not permit 
it, that this was contrary to overriding policy considerations, which 
would be established in this hearing, either for or against it. If those 
considerations are against it, and the Board arrived at that conclusion, 
then I believe that, having arrived at that conclusion, that conclusion 
would reach the particular question as to any individual carrier, so as 
to eliminate any consideration of individual application. 

Mr. Sprincer. That is a long statement. I want to reduce this to 
as simple language as I can, so that everybody here will understand 
what you have said. 

I take it, then, that if you come to the conclusion, first, that you 
have the legal authority to do this, and then you come to a determina- 
tion that this ought to be done, it would apply then to all airlines, and 
not, on any individual hearing, to the need of any particular. airline? 

Mr. Durrer. I believe if we come to a conclusion that as a matter of 
policy it ought to be done, then if the Board were to say in this pro- 
ceeding that if there were any carrier who had a capital gain, the 
Board has determined that that carrier should be permitted to use that 
capital gain not as income or as revenue but for the purpose of capital 
investment, then, if we say that, I assume that the carrier in any later 
mail rate proceeding, or any proceeding before the Board, in account- 
ing for a capital gain, would already have established the right to do 
that. 


Mr. Srrincer. Without establishing the matter of need in each 
individual case? 
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Mr. Durree. No; I think in a mail-rate proceeding they would have 
to show the need for it. 

Mr. Springer. I am talking about whether or not there is a need. 
Are you sure you understand my question? Maybe you had better 
confer with counsel. I think I have this straight here, but your 
answer is not clear. 

Mr. Durrere. Well, Mr. Congressman, if the Board determines that 
it has the legal authority and that as a matter of general principle 
all of these carriers have a need to retain capital gains or capital 
investment, then if a carrier had a capital gain, and they came into a 
mail-rate case, and they said, “O. K., we have a capital gain which we 
have applied to capital investment,” I think the Board would have 
already established the matter of need. 

Mr. Sprincer. In each airline instance? 

Mr. Durrer. Yes, sir. 

The Cuatrman. As a matter of fact, if and when the Board should 
make such determination, the effect of it would be much broader than 
the bill that is pending before the Congress. In other words, they 
could use it not only in purchase of new equipment, but they could 
actually use it, then, for revenue purposes. 

Mr. ieee. That is one of the purposes of the inquiry in this in- 
stant case, Mr. Chairman, for the Board to determine what use shall 
be made of it. 

Mr. Sprrncer. Now, this bill is limited solely to just the use of this, 
in capital gains where you reinvest. Your problem is a little bit 
broader, right on that point. 

Mr. Durrer. Yes, sir. 

Mr. Sprincer. That is all, Mr. Chairman. 

The Cuarrman. Mr. Younger ? 

Mr. Younger. Just one, Mr. Chairman. 

You are well acquainted with my philosophy that sooner or later 
the entire expense of the Board should be borne by some equitable 
assessment on the various chartered certificated airlines. Now we 
are launching into a new venture, here, which is contrary to every ven- 
ture which the Government has gone into in the way of guaranteed 
loans. The FDIC and the FSLIC and the mortgage insurance, the 
marine insurance, and all of them, carry their own weight. Now you 
are proposing here, in this bill, to charge the administrative expense 
to the taxpayer. Will you have any objection to eliminating the sec- 
tion (c) on page 4 and making your fees on these loans to carry all of 
the expense that the Board is put to in connection with these loans? 

Mr. Durrer. Well, the provision of the bill, I believe, is that admin- 
istrative expense, the guaranteed fee, is to be taken out. The fee of 
one-half of 1 percent would be paid by the buyer. 

Mr. Youncer. Well, that is true. But you have a provision in here, 
section (c) on page 4, section (c) of section 7, which says: 

Administrative expenses under this act shall be paid from appropriations to 
the Board for administrative expenses. 
which would indicate that you propose to take that out of your tax 
money. I want to make sure that all of the expense that the Board is 
put to in connection with this guaranty program is carried by the 
fees which you collect, and that you assess sufficient fees to carry all 
of the expense of the Board in connection with the guaranty. 
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Mr. Durrer. Mr. Congressman, I believe we provided under section 
7 that the receipts from fees and charges under this act shall be cred- 
ited to miscellaneous receipts of the Treasury. Under 7 (c) the— 
administrative expenses under this act shall be paid from appropriations to the 
Board for administrative expenses. 

The analysis which we have made, we have asked our Comptroller 
to make, and the cost of administration of this legislation, would 
provide a substantial cushion in addition to the administrative cost 
on the proposal of a one-half of 1 percent fee, to be paid by the lend- 
ing institution. If that was paid into the Treasury as a fee, it is the 
definite, firm position of the Board that such a fee, collected at the 
time the loan was made, would not only pay the administrative ex- 
pense, but provide a very substantial cushion which actually would 
exceed the expense itself. 

Mr. YouncEr. Yes. I appreciate the fact that under our budgetary 
system any funds and moneys which you collect have to go to the 
Treasury and have to be appropriated. I understand that. But in 
your statement, you said that there would be no expense to the Board 
and no cost to the Board except the administrative expense, which 
would indicate that you have in mind that the fees charged would 
not cover the administrative expense. And I want to make sure 
that it is the intention of the Board that all administrative expense 
and all expense that the Board is put to is covered by your charges. 

Mr. Durrer. That is very definitely our intention, and I believe we 
have explained that in detail in my statement. 

Mr. Youncer. And you assure this committee that in the adminis- 
tration of this act, if it is passed, you will see to it that the charges 
cover all of your expenses. Of course, it has to be appropriated. 
I understand that. But you will see to it that you get enough money 
into the Treasury to cover that particular cost. Is that right? 

Mr. Durree. Well, Mr. Congressman, I am not going to write a 
personal guaranty on that. On the representations which are given 
to me by our staff as to the basis of the administrative costs—and I 
asked them to make it tough, so that it would cover—and on the pro- 
posed fee, the guaranty which we have asked, on the basis of the 
information which is supplied to me by the people on whom I must 
rely, I can say without any question that I am satisfied that there 
will be no additional administrative expense. 

Mr. Youncer. And can you assure us that you will set up your 
cost accounting in such a way that you can be assured that all of the 
expense is properly accounted for and chargeable to this particular 
operation ¢ 

Mr. Durrer. Yes, sir. 

Mr. Youncer. Thank you. 

That is all, Mr. Chairman. 

The Cxatrman, Mr. Macdonald? 

Mr. Macpona.b. I just have a few very short ones. 

Mr. Chairman, this is the area of labels and so forth, “modern 
Republicanism” et cetera. I was wondering if you think this bill 
could fairly be characterized as “modern subsidization” ? 

Mr. Durrer. As “modern subsidization”? I would prefer to char- 
acterize it as a retreat from modern subsidization. 

Mr. Macponap. A retreat from modern subsidization ? 
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Mr. Durrer. Yes. It is our hope, by the enactment of this legisla- 
tion, that we will reduce subsidy. 

I might say one thing, gentlemen. The hope of the Board is that 
the adoption of the new types of equipment which are proposed has 
at least some basis in experience. 

Back in 1951, when what are now the trunkline carriers were still 
on subsidy and they went into new types of equipment on the basis of 
equipment which at that time was in about the same status as the new 
type of equipment which is now proposed for the local service carriers, 
no one knew positively what the DC~7 or the DC-—6 or similar types of 
aircraft could accomplish, but at least we have it on the basis of experi- 
ence that the trunkline carriers, by purchasing larger, more expensive, 
faster, more comfortable aircraft, eventually so improved their earn- 
ings position that they went off subsidy. To that extent, I believe we 
can say that this is not a complete experiment; that it does have a 
background of experience of the trunkline carriers in this same kind 
of evolution into newer aircraft. 

Mr. Macponarp. As I understand it, as to this retreat, you have 
retreated so that there is only one company on subsidy, at the present 
time, if this bill does not pass. 

Mr. Durrer. You mean with reference to this bill ? 

Mr. Macponatp. No. With reference to any bill. Is not the cur- 
rent situation that there is only one company under subsidy, among 
the internationals? 

Mr. Durrer. I do not understand. 

Mr. Macponatp. It is my understanding that Pan American is thie 
only airline that travels outside the continental limits that is under 
subsidy. 

Mr. Dourrer. That is under subsidy ? 

Mr. Macponap. Yes. 

Mr. Durrez. No. As a matter of fact, Pan American presently is 
not under subsidy. By a recent order of this Board, the two inter- 
national airlines which are present under subsidy on their foreign 
operations are Panagra and Braniff, on their South American op- 
eration. 

Mr. Macpvonatp. Who owns Panagra? 

Mr. Durree. Panagra is owned jointly by Pan American and Grace 
Steamship Lines. 

Mr. Macponatp. And who owns Braniff? 

Mr. Durres. That is an independent stock company. 

Mr. Macpvonarp. But you do not know who controls the stock ? 

Mr. Durrer. I do not know who controls the stock of Braniff. I 
am advised that the controlling interest of Braniff is in the estate of 
Tom Braniff, former president of the line. 

Mr. Macponatp. I did not want to get afield, and I will drop that 
line of inquiry. 

The CHarrMan. I might say to the gentleman that the bill before 
us here applies only to short-haul and local-service carriers. 

Mr. Macponatp. Which is why I said I did not want to get any 
further afield, Mr. Chairman. 

Mr. Durrer. I might say, Mr. Congressman, I think we have already 
established quite a substantial retreat from subsidy. As I recall, back 
in 1951, the total subsidy bill of the Government was about $71 mil- 
lion. Since 1951, that subsidy bill has been successively reduced, 
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through the efforts of this Board and the cooperation of the industry, 
to about $30 million, and this is another effort of the Board to still 
further reduce it. 

Mr. Macponatp. I see that on page 16 ‘you said that the original 
draft, or an early draft, contained language in which you would pass 
on the interest rates of these loans, and you then have taken that out. 

Now, who is going to pass on the interest rates? 

Mr. Durrer. Eventually we will. The bill originally said the 
Board shall prescribe interest. In other words, the Board said that 
all loans which we will carry will carry an interest rate of X percent. 
The Board has seen fit to withdraw that. 

I might say that we were asked about that by the Senate committee, 
and I readily concurred when the question was asked, that I do not 
think the Board should attempt to prescribe interest rates in advance. 

I think when the agreement for the loan is made between the car- 
rier and the lending institution, under this bill the Board would have 
the power to survey the reasonableness of the agreement, including 
the interest charged. 

If the Board satisfied itself that the interest charge was comparable 
to the cost of money for similar types of investment, it would approve 
it. If it was substantially higher than the going interest rate or the 
cost of money for investment of this type, it would be disapproved. 

Mr. Macponatp. What do you think would be reasonable under 
these circumstances ? 

Mr. Durres. Mr. Congressman, what would be reasonable, I think, 
would have to be established by expert testimony before this Board, 
the same as what constitutes a reasonable rate of return for a utility 
or a railroad or anything else is usually established, I believe, by 
expert testimony of financial experts, investment experts, as to what 
is the going rate of interest for comparable investments. That is a 
matter that I would certainly not conjecture about today, as to what 
is a reasonable interest rate for an investment of this character, until 
I had heard very substantial testimony. 

Mr. Macponarp. Well, currently the going rate on the VA housing 
loans is 414 percent. That is a guaranteed loan on houses. Do you 
think that rate would be unreasonable for airplanes? 

Mr. Durrer. I do not know, Mr. Congressman. 

Mr. Macponatp. In other words, currently you have no idea what 
you think would be a reasonable rate of interest ? 

Mr. Durr. No, sir. 

Mr. Macponatp. I noticed in the other bill, 5822, on page 2, there 
is language about the disposition of flight equipment. Now, what is, 
in your opinion, flight equipment? What constitutes flight equip- 
ment ? 

Mr. Durrer. Flight equipment are aircraft, spare parts. That, I 
believe, is the general construction the Board has placed on flight 
equipment. 

Mr. Macvonatp. Well, would you have any objection to having 
words used in the bill, “flight equipment, meaning airplanes and spare 
parts’? 


Mr. Durrer. No, sir. 


95051—57—_—-7 
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Mr. Macponatp. I see on page 3 you use the words “air carrier 
property.” You are not using those interchangeably with the words 
“flight equipment,” are you? 

Mr. Durrer. Is that on page 3? 

Mr. Macponaup. Page 3, line 2. 

Mr. Durrer. I have always understood capital gains, as generally 
construed up to now, to pertain to capital gains obtained from the 
sale of aircraft equipment, flight equipment. 

Mr. Macponatp. And therefore you are not using the words inter- 
changeably. The Board does not feel that flight equipment includes 
air carrier property, does it? 

The Cuaiman. As a matter of fact, Mr. Chairman, do you not 
understand that this bill is tightened up to where it only applies to 
flight equipment, which means the airplane and the spare parts / 

“Mr. Durrer. I am advised, upon consultation with the bi rector of 
our Bureau of Air Operations, that the purview of the present case 
upon which we have been holding hearings dom not include property 
of an airline other than flight equipment. I do not believe we have 
gone into the question of what we would do if an airline sold a hangar 
and made a capital gain on it. As far as I know, that type of capital 
gain has not been included in this case, I guess because that type of 

capital gain up to now has been largely hypothetical. I think we are 
dealing with a type of capital gain that we have been confronted 
with, and that is capital gain in the sale of flight equipment. 

Mr. Macponaxp. In other words, what you are saying is that when 
you read this bill and see the words “flight equipment,” the Board’s 
position is that that applies only to airplanes and spare parts, and 
that is the only way that you would approve this bill? In other 
words, you would not approve of property which would include hotels, 
perhaps, in an example, or a cocktail lounge, or the running of a com- 
mercial property that goes along as an adjunct to flight serv vice ? 

Mr. Durrer. That is right. 

Mr. Macponatp. And were that interpretation to be given a bill, 
the Board would be opposed to such a bill, would it not ? 

Mr. Durrer. Well, Mr. Congressman, the Board has very carefully 
framed the reasons set forth in our statement by saying that we are 
not for the bill or opposed to the bill under any construction until we 
have concluded the hearings and arrived at our own conclusion in the 
pending proceeding on capital gains. 

Mr. Macponatp. Mr. Chairman, is anybody from the Bureau of the 
Budget or the Treasury Department going to be heard ? 

Inasmuch as Mr. Durfee has said they would oppose the bill, I was 
wondering if we would have anybody from them or a written state- 
ment from them as to why they are opposed. 

The CuHatrman. Yes. We have that. It has already been in- 
cluded in the record. The Bureau of the Budget approves the so- 
called capital-gains bill, supporting the position of the Secretary of 
Commerce in favoring it. The Bureau of the Budget opposes the 
guaranteed loan bill, supporting the position of the Secret: ary of 
Commerce, who likewise opposes that bill. We have that included in 
the record. 

Mr. Macponatp. Their statements have been included ? 

The CHarrMan. Yes. 
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Mr. Macponarp. Thank you, Mr. Chairman. 

The Cuarrman. Here are some of the letters, if you would like to see 
them. 

Mr. Durfee, thank you very much for your statement this morning. 

The Chair stated at the outset that he hoped we might be able to get 
to these witnesses here this morning, and I am a little embarrassed be- 
cause there are so many of yow from out of town, but in view of the 
fact that we have taken up so much of the morning with the Chairman 
of the Board—and I know, of course, it has been very helpful—the 
position of the Chair is that he would like to be able to make it as con- 
venient as-possible for as many as possible. I notice we have many 
witnesses here representing airlines from various places throughout 
the country. I simply do not know how to use these few minutes we 
have left this morning, in view of this situation. 

I wonder, in the circumstances, if I may inquire if there is anyone 
who has come here to testify who would like to file a statement? 


STATEMENT OF HUBERT A. SCHNEIDER, ATTORNEY, WASHING- 
TON, D. C., APPEARING FOR BRANIFF AIRWAYS 


Mr. Scrnemer. My name is Hubert A. Schneider. I am counsel 
for Braniff Airways. Mr. Oscar Crane, the treasurer of Braniff, is 
here prepared to testify and submit a statement. We would be per- 
fectly willing to submit the statement for the record without any oral 
testimony and submit Mr. Crane for questioninig, if any. 

The Cuarrman. Is Mr. Beard here? 

Mr. Scunewer. No. He could not come. 

Mr. Crane, the treasurer of the company, is here, and has a prepared 
statement which he will be glad to submit and then present himself for 
questioning. 

The CHarrman. Mr. Crane? 

Will you give your full name, please, sir? 


STATEMENT OF OSCAR W. CRANE, TREASURER, BRANIFF 
AIRWAYS, DALLAS, TEX. 


Mr. Crane. My name is Oscar W. Crane. 

The Cuamman. You are the treasurer of Braniff International Air- 
ways ? 

Mr. Crane. Yes, sir. 

The Cuatrman. And you would like to file a statement on behalf of 
your company, appearing in place of Mr. Charles Beard, your 
president ¢ 

Mr. Crane. Yes, sir. 

Mr. Scunewer. Mr. Chairman, I may say this statement was pre- 
pared contemplating that we would be at the tail end and we would be 
supporting some of the statements that we have seen, that are going to 
be put in the record after us, and the statement should be read in that 
context. 


The CHarrMan. Very well. 

And you are appearing in support of H. R. 5822? 
Mr. Crane. That is correct. 

The CHaArrMAN. Your statement will be received 


and will be 
included in the record. 
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My name is O. W. Crane. I am treasurer of Braniff Airways, which has its 
principal place of business in Dallas, Tex. 

I appear here in support of H. R. 5822. Other witnesses who have preceded 
me have set forth in considerable detail the reasons why this legislation should 
be enacted. The reasons they have advanced apply equally to Braniff, and I 
will not burden the record by repeating all of them. However, I do want to 
place into the record the status of Braniff Airways and the particular reasons 
why we consider this legislation to be important and desirable from our stand- 
point. 

Braniff Airways operates both domestically and internationally. Its domestic 
operations are being operated without subsidy. Its international operations, 
however, continue to require some subsidy support. Our international route 
extends south from Miami and Houston to major points in South America. This 
international route was established by the Civil Aeronautics Board and by the 
President in 1946 for the purpose of providing competition by United States 
carriers to and from South America. 

The United States Government does not completely underwrite with subsidy 

{ the difference between our international revenues and expenses. Under the 
Supreme Court decision in the Chicago and Southern case, Braniff is required 
to use any profits realized by it from its domestic operations over and above a 
fair return as an offset against the amount of subsidy required on the inter- 
national operation. In other words, Braniff and the Government together are 
sharing the cost of underwriting the losses of Braniff’s international operation, 
which was established by the Government as a public-interest route. 

In determining the amount of subsidy required to be put up by the Government 
to support Braniff’s international operation, the Civil Aeronautics Board has 
historically used any capital gains realized by Braniff from the sale of equip- 
ment to reduce the subsidy requirement. 

The Civil Aeronautics Board feels that it is legally obligated to do this under 
the terms of the Civil Aeronautics Act as presently written. This practice, if 
continued without amendment of the act, could have very serious consequences 
on a carrier such as Braniff, and would place Braniff at a very considerable 
disadvantage to other carriers with which it has to compete and whose routes 
do not require subsidy support. 

Braniff, like other carriers, has embarked upon a complete reequipment pro- 
gram. It recently took delivery of seven Douglas DC-7C aircraft. In late 1959 
and early 1960 Braniff will take delivery of 9 Lockheed Electra turboprop air- 
eraft and 5 Boeing 707 jet aircraft. Firm orders have been placed for this 
equipment., The total cost of these aircraft, plus related spare parts, will 
approximate $80 million. In order to finance the cost of these aircraft, Braniff 
arranged a $40 million loan through a group of 5 insurance companies. In 
addition, Braniff sold additional stock in an amount of approximately $16 
million. The balance of the funds required are estimated to come from cash 
on hand, depreciation, retained earnings, and the proceeds from the sale of 
aircraft which might become surplus upon receipt of the new aircraft. 

This reequipment program was a matter of necessity. Braniff could not sit 
by while its competitors placed orders for new types of aircraft without follow- 
ing suit. Braniff competes with the major carriers in the industry over most of 
its principal route segments. It competes with American between Chicago 
and Texas and between the Northeast and Texas. Thus, when American placed 
orders for turboprop and jet aircraft, Braniff had to follow suit if Braniff 
expected to remain competitive with American. 

American’s routes, both its domestic and international routes, are so strong 
that American can operate completely without subsidy. Thus, when American 
reaches the point where it can dispose of a substantial portion of its existing 
piston-engine aircraft, it can do so without any fear that any of the proceeds 
will be recaptured by the Government. It can devote the proceeds remaining 

after any capital gains tax to financing in part the cost of the equipment which 
will replace it. This ability to use the proceeds from the sale of old equipment 
places American and other carriers similarly situated in a preferred position 
with respect to arranging financing. A lender can look to the proceeds from 
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the sale of old equipment as a portion of the cushion available to it when ap- 
praising American’s ability to service a loan for new equipment. 

Braniff, on the other hand, although it must compete with American over 
its principal route segments and although it must keep pace with American 
equiptmentwise, is required under the present terms of the Civil Aeronautics 
Act to go into the money market and arrange for financing without the cushion 
of the proceeds from the sale of obsolete equipment. We do not believe that it 
is right that Braniff be placed under this disadvantage merely because Braniff 
has undertaken to operate certain international routes deemed important in 
the national interest and which require subsidy support. We believe that we 
should have the same ability to utilize the proceeds from the sale of obsolete 
equipment as do our competitiors who do not happen to require subsidy sup- 
port. The advantage which these air carriers have is not the result of any 
superior management or know-how. It results solely from the fact that they 
have route systems which are strong enough to support subsidy-free operation. 

The Civil Aeronautics Act, as presently written and interpreted by the Civil 
Aeronautics Board, presents an anomaly in that the stronger carriers in the 
industry, i.e., those who do not require any subsidy support, are given the added 
strength of being able to utilize the proceeds from obsolete equipment. This 
reduces the amount of financing they require to purchase new equipment, and 
affords the lending institutions a greater cushion. On the other hand, those 
earriers who are required to operate certain route segments which need subsidy 
support are deprived of the proceeds from the sale of equipment, which sub- 
stantially increases the amount of money they need to raise to purchase new 
equipment, and materially reduces the cushion available to the lending insti- 
tutions. 

It seems to us that the proposed legislation is eminently fair, not only to 
the carriers but also to the Government. The Government will retain the 
capital-gains tax, if any, and the carrier will retain the balance realized from 
the sale of equipment, provided it reinvests it in new equipment. There is no 
question here of paying out the proceeds as dividends or as increased salaries, 
ete. It is simply a question of converting old equipment into new equipment, 
and keeping to a minimum the need of additional financing. 

We believe that this legislation is very much in the public interest. The air 
transportation industry, under the terms of the Civil Aeronautics Act, has a 
special obligation to exploit every new improvement in the art and science of 
flight. Turboprop and jet aircraft are such a development. Braniff cannot hide 
its head in the sand and ignore these developments. Our competitors are going 
to exploit them and, to keep pace, we will have to exploit them, too. As a result, 
the public gains. Under these circumstances, we believe that the Government 
has an obligation to eliminate from our path any obstacle which might prevent 
us from bringing these benefits to the traveling public. The Civil Aeronautics 
Act, as presently written and as interpreted by the Civil Aeronautics Board, is 
certainly a handicap to a carrier such as Braniff, when it requires that any 
capital gains realized by Braniff from the sale of obsolete equipment be devoted 
to a temporary reduction in subsidy. I say “temporary” because equipment can 
only be sold once, with the result that the subsidy would return to its former 
level in the year following that in which the aircraft were sold. 

H. R. 5822 would permit us to plow back into new equipment any capital gains 
which we may realize from the sale of old equipment. In that way the money 
stays in the industry and remains devoted to the provision of the best possible 
air transportation. There is no more reason to levy upon this fund as a means 
of reducing subsidy, merely because there has been a conversion of a capital 
asset from old planes into dollars, than there is to levy on any other capital asset 
of an airline to reduce subsidy. So long as the airline is pledged to devoting 
the dollars to the purchase of new equipment, they should remain intact and 
continuously devoting without dilution to the further promotion and develop- 
ment of air transportation in the public interest. 


STATEMENT OF JOSEPH P. ADAMS, COUNSEL, ASSOCIATION OF 
LOCAL AND TERRITORIAL AIRLINES—Resumed 


Mr. Apams. Mr. Chairman, in response to your request, and in 
deference to time, I would like to submit a statement, copies of which 
are available to the committee, of Mr. C. A. Myhre, president of Fron- 
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tier Airlines, who is here from Denver, Colo., in support of H. R. 
7993; a statement of Mr. Gwin Hicks, president.of Lake Central Air- 
lines, who is here from Indianapolis, Ind., in support of H. R. 7993; 
and a statement of Mr. Keith Kahle, president of Central Airlines, 
who also is here, from Fort Worth, Tex. ., in support of H. R. 7993. 
These gentlemen also are supporting H. R. 5822. 

I would like to make only one request; that consideration be given 
the letters from banks that are contained in these statements, which 
go to the heart of this matter of H. R. 7993. They are individual banks 
which state that they would like to Joan the money; they are unable to 
do so under the present standards of banking, but they would consider 
it favorably were this legislation to pass. Thank you. 

The Cuamman. The statements of Mr. Myhre, Mr. Kahle, and 
Mr. Hicks will be included in the record, as requested, with emphasis, 


of course, on the information which you called to the attention of the 
committee. 


(The statements referred to are as follows :) 


STATEMENT OF C. A. MYHRE, PRESIDENT OF FRONTIER AIRLINES, INCc., IN SUPPORT 
or H. R. 7993 


My name is C. A. Myhre. I am president of Frontier Airlines, Inc., a scheduled 
local-service carrier serving the Rocky Mountain West. We serve a total of 
40 cities in the States of Arizona, Colorado, Montana, New Mexico, North Dakota, 
Utah, and Wyoming. 

You, gentlemen, are not unfamiliar with the local-service carrier segment of 
our air transportation system. 

Not so long ago these same carriers appeared before you in support of a bill 
which would provide permanent certificates to these carriers. You were quick 
to grasp the significance of that legislation as its contribution to stabilizing the 
industry and making it possible to plan future operations on a businesslike 
basis. For this we are most grateful. 

The local-service airlines have long known that certain major changes to tlie 
original basis upon which the local-carrier industry was launched were vital to 
its ultimate success. 

The first such major change was to permanatize the temporary certificates ; 
the second was to obtain an efficient and economical aircraft, suitable for our 
type of operations. Mind you, these concepts directed always toward the end 
we all seek—the reduction and eventual elimination of subsidy, and improvement 
in service to the traveling public. 

We are concerned here with obtaining efficient, economic equipment. 

Mr. Joseph P. Adams has demonstrated very clearly our plight with the 
venerable DC-3. Though we may use this aircraft for some time to come on 
certain of our route segiments, a modern aircraft is desperately needed on the 
major portion of our routes. Today’s seat-mile costs of the DC-3 makes it im- 
possible to operate break even, let alone produce any earnings after taxes. 

The tremendous increase in traffic over the past few years has tended to re- 
duce subsidy, but we have reached the point where further economic gains 
cannot be obtained with our present DC-3 equipment. 

The trend in the air transport industry is speed, comfort, and economy. If the 
local earriers are to keep pace with our country’s dynamic growth and develop- 
ment, they must have the tools with which to perform; not only to take ad- 
vantage of such growth and development, but to also make a contribution to it. 

The Civil Aeronautics Board is cognizant of the situation which the local 
carriers face and, as a means of alleviating our predicament, have sponsored the 
legislation we are now’ discussing today. As I understand it, the Board ran 
into substantial obstacles in certain departments of the Government, and I 
commend them most highly for going ahead on their own. 

At this point you might ask the logical question: Why don’t you go ahead 
and purchase the required equipment? 

The answer is apparent. The earnings history of the local airlines has been 
poor. Although they have been able to borrow, on short-term loans, sufficient 
money to maintain operations and add to the DC-3 fleets, the accumulated 
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earnings of these carriers has remained at practically zero; consequently, the 
local carriers have a built-in difficulty in taking advantage of the benefits modern 
equipment would provide, due to their historical lack of earnings. Thus, financial 
institutions cannot see their way clear to make such loans aS would be re- 
quired to even partially replace the DC-3’s with a modern aircraft. The 
amounts are too great and the security too weak to withstand the financiers’ 
requirements of repayment. 

When one considers the writings in the trade magazines relative to the specu- 
lative nature of the trunk airlines securities, whose record has been reasonably 
zood, it is little wonder that financial houses look askance at the local carriers 
who have never paid a dividend and whose future prospects look so dim to them. 

If the equipment problem faced by the local carriers is to be solved, some 
definite, positive, and effective action must be taken, and soon. 

H. R. 7993 is the immediate answer, as well as the long-range answer. I have 
been assured by our bank that if H. R. 7993 becomes law, they would see no 
problem in financing equipment covered in this legislation. The following is 
quoted, a letter from our bank: 





THe CENTRAL BANK & TrusT Co., 
Denver, Colo., July 1, 1957. 
Mr. C. A. MYHRE, 
President, Frontier Airlines, Ince., 
Stapleton Airfield, Denver, Colo. 


DEAR Mr. Myure: In the course of our conversations respecting the future 
financing of your company’s aircraft, we have come to a mutual agreement that 
sometime in the discernible future your financing requirements will be con- 
siderably enlarged. 

This is because anticipated additional traffic on your existing routes and the 
probable acquisition of new routes will require not only an expansion in your 
present fleet of DC—3’s, but also and more necessary the replacement of part 
of your fleet with more efficient and larger capacity aircraft to be used on your 
heavier traffic flights. 

This will require sums of money in considerable excess of the $400,000 maxi- 
mum which we have heretofore loaned your company on its existing fleet. Such 
amounts will exceed our present legal loan limit. It is possible that we might 
be able to enlist the assistance of our correspondent banks in this financing; 
however, your debt position relative to your capital investment would then be 
so large that we doubt if any of our correspondent banks, as well as ourselves, 
would consider it a sound loan. It is, therefore, imperative that substantial 
additional equity capital is to be obtained coincidentally with such a financing 
program. 

This cannot be accomplished through earnings except over a period of time 
because of profit limitations which have to be imposed by your regulatory au- 
thorities in establishing your mail pay rates. We know also that it is difficult 
for you to interest the general public in investing in additional shares of your 
capital stock without the assurance that your routes can be expanded with more 
and better aircraft, thus enhancing the earning power of your airline. This 
resolves itself directly into a question of financing the purchase of such aircraft. 

It is our belief that the enactment of House bill H. R. 7993 would facilitate 
the obtainment of the necessary equipment financing for your airline because 
it will greatly reduce the amount of risk exposure to our bank and at the same 


time will allow us to take care of your requirements within our legal loan 
limitation. 


Sincerely, 
E. B. Stocum, Vice President. 


Speaking now of Frontier’s area, the need for pressurized equipment is immi- 
nent. Our route is in the Rocky Mountain area. We cross the Continental 
Divide 22 times a day. The service ceiling of the DC-3 does not permit us to 
avoid turbulence. Altitudes of up to 14,000 feet without pressurized cabins, 
coupled with frequent turbulence, is a definite deterrent to traffic development. 

The West has been making great strides in development. Increasing popula- 
tion, increasing industrialization, and increasing development of natural re- 
sources demands improved transportation. We should be in a position of capi- 
talizing upon this rising economic activity to the fullest extent. 

The economy of modern aircraft has proven its value to the trunklines. The 
local service lines will reap the same benefits, given the same opportunities. 
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There is no question but that the healthy condition of the trunkline industry 
is largely attributable to the aircraft in use: fast, modern, comfortable, being 
a real attraction to the traveling public. The reduction in seat-mile costs coupled 
with the traffic generating ability of the new equipment has been largely re 
sponsible for their present attainments. 

I firmly believe that the local service carriers can expect similar results, given 
an opportunity to acquire a new aircraft suited to their needs, 

Frontier’s total operating cost for the year 1956 was $1.10 per mile or 5.24 
cents per seat mile. Our yield per passenger mile was 6 cents. Assuming a 
65-percent-load factor, maximum passenger revenue per mile is 81.9 cents (65 
percent of 21 seats=13.65x6 cents). This is 28.1 cents short of break even, 
($1.10—.819 cents). In order to carry another 13.65 passengers, another DC-3 
must be used, or another trip must be flown, consequently the seat-mile costs 
must be practically repeated for the same volume of revenue. 

Assuming the use of an F-27, for example, at an estimated total operating 
cost of $1.50 per mile, or 3.75 cents per seat-mile, at the load factor assumed 
above, about the same amount of revenue can be generated on one trip as would 
require two DC-3 trips. 

It can readily be seen that improved larger equipment should have a definite 
effect upon the reduction of subsidy requirements. 

I should like also to speak for the passage of the capital gains bill and for 
the equipment trust certificate legislation, 

The capital gains bill would permit the subsidized carriers to dispose of present 

| equipment and apply the net gains on sales to the purchase of new and modern 
aircraft—a big step toward their financing. 

The equipment trust type of financing may well be beneficial to some of the 
carriers and preferred by some financial houses. 

As to order of importance, I feel that H. R. 7993 is first and capital gains 
second. I want to make it clear, however, that I feel very strongly on the capital 
gains matter. There is neither wisdom nor logic to the recapturing of capital 
gains by the CAB on the disposal of present aircraft of the subsidized carriers 
when other aircraft must be purchased immediately. The passage of H. R. 
7993 guaranteeing the loans up to 90 percent of the purchase price of the new 
equipment does not later the situation. 

Gentlemen, it is most gratifying that you have permitted me the time to submit 
this statement in support of H. R. 7993. For this, I express my deep appreciation 
on behalf of myself and my company. May I urge the passage of this bill in the 
current session of Congress. 

Thank you. 
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Mr. Chairman, members of the committee, my name is Gwin Hicks. I am presi- 
dent of Lake Central Airlines, Inc., with general offices located at Weir Cook 
Airport, Indianapolis, Ind. 

I also appear here as vice chairman of the Association of Local and Territorial 
Airlines, a trade association. 

We, the employee-owners of Lake Central Airlines, greatly appreciate the 
opportunity granted by this committee to make an appearance today to express 
our support of H. R. 7993, which provides Government guaranty of private loans 
negotiated by airlines, such as Lake Central, for the purchase of new aircraft. 

Lake Central Airlines serves 18%4 million people through 31 cities located in 
Indiana, Ohio, Michigan, Illinois, Pennsylvania, and New York. For a graphic 
picture of our area I refer you to exhibit A. The black lines are the routes 
now in operation and the white lines represent routes now being reviewed by 
the Civil Aeronautics Board in the Great Lakes Local Service Case, Docket 
4251, for the further expansion and improvement of local air transportation 
in our area. 

We of Lake Central are extremely humble in appearing before you. We are 
pleased to have the opportunity of appearing before Indiana Congressman John 
V. Beamer, a member of htis committee. Two cities on Lake Central’s routes— 
Kokomo and Marion, Ind., are in Congressman Beamer’s district. I would like 
to tell you he has long been active in the development and support of the local 
airline industry for the Nation, and especially for the State of Indiana and the 
district he represents. 
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We are one of the youngest airlines of the 13 making up this 11-year-old local 
air service industry. Lake Central has been operating since November 1949. 

Frankly, I appear before this committee today to ask your help and favorable 
recommendation for the passage of this important legislation in Congress this 
session. Time is of the essence. Financing today is critical in all business. 
Rising interest rates and the tight money market are the topic today in all busi- 
ness discussions. 

Because the local and Territorial airlines have had to operate a type of air- 
craft that is neither economic nor modern, nor otherwise attractive to the 
public, our earnings record has been such that the local service airlines have 
been unable to establish any credit positions in financial circles suitable for 
the financing of a really effective reequipment program to replace our fleets of 
DC-3’s. At present, Lake Central has 10 Douglas DC-3’s. 

It has been said here before that the local service industry has two major prob- 
lems: (1) We need strengthened routes, both for economic reasons as well as 
for better integration into the coming jet age flight patterns; and, (2) we need 
a new airplane and a method of financing these new fleets of aircraft. 

We are also small business. As I mentioned earlier, Lake Central is an 
employee-owned airline. To that degree, we are somewhat unique in the field 
of transportation. And I believe this points up the confidence which a group 
of 385 young men and women have in the future of air transportation. These 
people have placed their faith in Lake Central’s future. Anc to back this up, 
they have also placed their money on the line for the development of this vital 
service which we strongly feel is one of the greatest tools in our Nation’s 
economy today. 

Shortly after the acquisition of 97 percent of the common stock of the cor- 
poration in January of 1955, the officers and employees set about to place a 
stronger financial base under our small company. 

On July 1, Lake Central filed with the Securities Exchange Commission, and 
their State counterparts in Ohio and Indiana, a prospectus offering $300,000 
€ percent convertible debentures. The proposed $300,000 of additional equity 
eapital will improve the working capital base of our corporation. 

We anticipate that there debentures will be purchased by the present em- 
ployee-owners of Lake Central Airlines, and therefore will not be a general public 
offering. I feel this again highlights the sincere desire of our employees for 
a stake in aviation’s future. Needless to say, passage of this legislation re- 
quested here today would have a very forceful impact on our group. Our 
employee-owners could easily identify this legislation with a more positive 
guaranty toward accomplishment of our new aircraft program. This will also 
be true for future public offerings. 

A successful, long-range development program for Lake Central is dependent 
on three items. They are (1) the outcome of our current route applications ; 
(2) the acquisition of new, modern aircraft, and (3) the continuing develop- 
ment and growth of our passenger business. All three are inextricably en- 
twined. You have the key to solving one of these problems in the aircraft 
guaranty loan bill. Without this legisiation we of Lake Central can see no 
way to acquire and finance new equipment. 

The Civil Aeronautics Board has the key to strengthening our route struc- 
ture. They are currently working on this, and we have every indication they 
will take positive action in this matter. In their order No. E-11548 dated July 
9, 1957, in which they denied another airline the right to merge with Lake 
Central Airlines, the CAB has said (and I quote) “that pending local service 
proceedings, involving the general area served by Lake Central, hold promise 
for possible further strengthening of Lake Central’s system and provide a 
better vehicle for expansion of its local service than the proposed merger.” 

I feel you can compare the relationship between local service airlines and 
trunk airlines with that of the old interurban system, which spanned Indiana 
during the first quarter century, and the trunkline railroads. 

The interurban system used to honeycomb though Indiana picking up pas- 
sengers and taking them to large centers of commerce, just as the local airlines 
do today. They took them to places like Indianapolis, Chicago, Louisville, and 
Cincinnati, for two reasons: one was to allow the passengers to transact their 
day’s business and return home that day; the second purpose was to allow these 
people to go to the big city and get a trunkline train for New York or Los 
Angeles. 

We have the same system today, only we are doing this by air. And once 
again, unless we develop our air interurban system, it will become obsolete and 
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ultimately disappear. May I say at this time—for Indiana, of the 12 cities 
certified for air service, 8 receive their only service by Lake Central Airlines. 

One of the main reasons the interurban lines are no longer with us is because 
they failed to modernize their equipment. People finally refused to get onto 
one of those ““‘Toonerville Trolley” type cars with their hard wicker seats. And 
that is what will happen in the local service airline industry unless we can 
obtain new equipment. 

The traveling public will resist flying to or from a jet hub in an unpressur- 
ized airplane which was manufactured 20 years ago. The public expects the 
comfort and convenience of jet aircraft which is being manufactured today. 

In 1955 Congress passed the permanent legislation bill, which greatly heiped 
the local airlines financially and morally. Fitting that piece of legislation into 
the interurban analogy, you might say that Congress secured for the local air- 
lines the rights-of-way for these intercity aerial routes. You put us in business 
on a permanent basis and permanently awarded certain routes and areas to a 
given number of carriers. This was vital legislation and has, and will continue 
to assist us materially in our development. 

In H. R. 7993, we are asking that you further lend your assistance to our 
growth and progress by guaranteeing us the means of obtaining the needed mod- 
ern aircraft to fulfill the obligation tendered us by your actions of 1955. You 
have secured the aerial rights-of-way for us. Now we need a new interurban 
prop-jet liner to fly the short-haul airways. 

I have tried to point up how the local-service airlines must fit into the na- 
tional and international jet airline network by using the interurban analogy. 
Second, I wanted to tell you the Lake Central story, not so much because of my 
own pride in our employee-owner package, but more because I feel this repre- 
sents a sincere and true act of good faith in the future of local-service airline 
operations. To me, it is indeed an outstanding accomplishment. 

The third point I would like to stress is the relationship of local airlines (and 
their fleets of eqpipment) to the national defense. 

At present, the local and territorial airlines fleet includes some 250 multi- 
engine transports and close to 100 aircraft of other types—a fleet larger than all 
the United States domestic airlines combined in World War II when our airlines 
did so much to speed the victory. 

To expedite the replacement of such an airfleet is no small achievement; it 
ean give impetus to our whole national economy, through the faster movement 
of passengers, mail, express, and freight. Prompt passage of H. R. 7993 will 
create a major asset for emergency or war. 

The modernization of our segment of air transport will help create new types 
of short-range aircraft, long and urgently needed for the development of civil 
and military aviation around the world. 

We knew, following World War II, that a “feeder airline,” as it was then 
ealled, would need a “feeder airplane” specially designed for that service. But 
in the postwar reconversion of the aircraft industry, the money was obviously 
in the larger long-haul planes to serve the rich, long routes of the trunklines 
rather than the undeveloped territory of the newly created local-service airlines. 

So these new companies had to equip themselves with old aircraft. We used 
the outgrown, hand-me-downs of the Armed Forces and the trunk airlines. We 
have reached the point where we cannot do the man-sized job that is assigned 
to us in the boyhood castoffs of our big brothers. 

This is not merely our problem; it is a Federal problem, civil and military. 
And so the pending bill is a Federal solution, in the welfare, not merely of our 
airlines but of the public. 

The earlier idea was to help finance the development and testing of prototype 
aireraft. Enabling legislation (Public Law 867) was passed in 1950. But the 
aircraft industry was reluctant to accept such aid in fear that Federal super- 
vision would stifle invention more than it stimulated. 

As late as 1954 the needed short-range prototype was not in sight. The Air 
Coordinating Committee’s report on United States aviation policies, after in- 
tensive study by all interested Federal agencies, specifically recognized the need 
for the very thing this pending bill provides, in the following words: “The Fed-, 
eral Government should, by appropriate means, provide financial aid for the 
development and testing of a local service prototype.” 

Still no action was taken in this country, due partly to Federal disagreement 
as to the means and partly to the preoccupation of airframe manufacturers first 
with military production and then with long-range transport planes. 
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It should be a sober warning that the problem of design and building of a 
short-range prototype had to be solved abroad. I speak of the F—27 which was 
developed in Europe. 

Let us consider the effect upon the mobilization potential and for emergencies 
when speed and readiness can save many thousands of lives. It is widely known 
that the trunk airlines have committed hundreds of long-range 4-engine air- 
craft to the CRAF plan—the civil reserve air fleet—for instant call if the bell 
rings. 

It is less known that an important short-range role is left for the planes not 
in the CRAF under what is called the WASP, or the war air service pattern, 
for reallocation of commercial aircraft in war. 

When the chairman of the Civil Aeronautics Board, who holds this grave re- 
sponsibility, suggested that the modernization of the local service aircraft fleet 
be expedited by Federal guaranty of loans, I do not doubt that he was guided by 
this information, even though other Federal agencies not so close to these facts 
have not concurred. 

Some of the modern equipment made possible by the pending bill may have to 
fill the gaps in the trunkline system after the CRAF planes go for overseas duty. 
Others will fly where the need is greatest. 

When the need is so clear and so urgent, I say that even if substantial Govern- 
ment costs were involved, this would be bargain legislation in its public good. 
But I foresee no losses. 

In conclusion, gentlemen, may I ask that in the name of keeping the commer- 
cial airline network of the United States the finest in the world at the lowest 
possible (or eventual elimination of) subsidy cost to the taxpayers, and in the 
best interests of our national-defense program—may I ask that you give favora- 
ble consideration and recommenadtion to the passage of H. R. 7993. It has been 
my extreme privilege and pleasure to appear before you today, and I thank you 
for your time, courtesy and consideration. 
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In February of 1955, the employees of Lake Central Airlines embarked on a 
new adventure in the field of air transportation—employee-ownership. Never 
before among the world’s scheduled airlines had a group of employees teamed 
up to purchase the common stock in the airline for which they worked. 

The purchase of the 80,954 shares of common stock of Lake Central by 162 
employees was finally completed on January 31, 1955. Negotiations with the 
former owners of the airline had been in progress since May 1954. 

Employee-ownership of Lake Central could be no more democratic. Of the 
80,954 shares of common stock, station personnel purchased 18.6 percent; flight 
personnel purchased 27.9 percent; maintenance personnel bought 11.7 percent; 
general office personnel accounted for 10 percent; and supervisory personnel 
bought 31.8 percent of the available holdings. The average number of shares 
owned by each stockholding employee is 500 shares. No one employee sub- 
scribed to more than 3,900 shares, or 5 percent of the total stock issued, and the 
162 stockholding employees represent 65 percent of Lake Central’s total employ- 
ment. 

In order to give everyone in Lake Central an opportunity to become a stock- 
holder, Lloyd W. Hartman, executive vice president, and Robert W. Clifford, vice 
president, operations, arranged for the financing and the stock was offered to 
employees at $1 per share throughout a 2-year monthly payment plan. Twenty- 
five percent of the stock was purchased outright by the employees and the 
remaining 75 percent is to be paid for during the 24-month period. 

The story behind the employee-purchase of Lake Central is an unusual one. 
Early in 1954 the former owners of the airline, whose stock was being held in 
trust, decided to dispose of their holdings. With Lloyd Hartman and Robert 
Clifford the idea for employee-ownership was born. Initially the former owners 
had considered seliing their stock to another local service carrier. Hartman and 
Clifford believed that the public.interest and the employee's interest to retain 
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Lake Central as a separate entity, plus the responsibility of fully developing 
and serving the required local air transport needs of Indiana, Ohio and Michigan, 
indicated that employee-ownership was the ideal plan. 

In keeping with this thought, initial contact was made with the former 
owners in May 1954 and in January 1955 Lake Central started on an entirely 
new phase of its development. 

In order to preserve the management program set forth by Lake Central’s 
officers and board of directors, the employees voted to have their stock placed 
in a voting trust for a period of 5 years. This trust was also needed to facilitate 
the additional financing which Lake Central proposes to undertake. For trust 
officer, the employees elected Mr. J. J. O’Connell, former Civil Aeronautics Board 
Chairman, and noted Washington, D. C., attorney. 

Employee-ownership has breathed new life into Lake Central, and 1 month 
after the employees began negotiations to take control, the airline realized its 
first profit. Subsequent months have shown continued financial improvement, 
and at the present time Lake Central is breaking all its past records for 
passenger growth. 

Lake Central’s employees, by their acceptance of the stock-purchase plan, 
have indicated that they have complete faith and a determined interest in the 
future of local air service in Indiana, Ohio, and Michigan. They regard their 
stock purchase as an investment in public service and have dedicated themselves 
wholeheartedly to that service. 
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SUMMARY OF OPERATIONS 





The following tabulation sets forth certain statistical information relative 
to the operations of the corporation. 







Year ended Dee. 31, scheduled operations only 


1956 |. 1955 1954 | 1953 | 1952 | 1951 | ~~ 1950 








Number of airplanes. 10 | 8 7 7 | 4) 6 




















































6 
Route-miles  oper- |} } | | | | 
ated __. aad | 1, 509 1, 509 | 1, 510 | 1, 243 | 806 S88 S88 
Revenue-miles flown _| 2. 328,957 | 2,186,723 | 1,826, 243 | 1,639, 279 | 1,111,961 | 1, 240, 663 1, 065, 461 
Revenue passenger- | | | 
miles flown - | 20. 817,000 16, 733,000 | 11. 124,000 8, 347.000 | 5, 139.000 | 4, 964,000 | 2, 041, 000 
Number of revenue | | | | 
passengers carried __| 135, 720 | 113, 586 78, 513 | 56, 480 | 32, 742 | 30, 273 | 12, 757 
rotal revenue ton- | | | | | 
miles flown 2, 080, 254 1, 700, 969 1,146,757 | 860, 742 539,101 | 551, 788 | 241, 094 
Revenue passenger- | } 
load factor (per- | 
cent). | 42. 56 | 36. 47 29. 32 | 24.51 | 23. 30 20. 74 16. 01 
Number of cities | | 
served. | 24 23 24 | 20 ll 12 12 
Following is a graphic presentation of some of the above data. 
pected mtpttieaitek Loiskih ttt o = — 
| Total | Net profit | 
Year ended Dec. 31 Total | expenses | or loss Depreciation | Net profit 
revenues excluding | before | or loss 
| depreciation | depreciation 
- Aiiaetinastes Seal bencitichcinilbinineanag liad fakin sctah gpa | | nina - anon 
ee _...| $1,299,397 | $1, 302, 323 | —$2, 926 | $47, 818 —$50, 744 
1953 2,081, 227 } 2, 000, 947 80, 28D 69, 824 | 10, 456 
1954. ..... i in catuhalen ahaha 2, 301, 491 | 567 | 102, 824 | 68, 707 34, 117 
1955_... gles seh Jontieheaal 2, 598, 046 | 526 | 68, 520 84, 903 | — 16, 383 
1956 ae ee | 2, 784, 963 | ‘ , 584 20, 379 51, 318 | — 30, 939 
1957 (ist quarter) _...........- iz) 1719, 835 776, 365 | 1 —56, 530 18, 833 | 1 —75, 363 
| 


i 

The corporation reopened its mail rate as of Jan. 1, 1957, and, since that date, has been operating under 
a temporary rate. The temporary rate is intended to cover only the corporation’s ‘“‘breakeven need,” 
i. e., the ditference between operating expenses and commercial revenues, and does not provide for return 
on investment and reimbursement for recognized and approved extension and development costs. 

On June 4, 1957, the corporation filed with the Civil Aeronautics Board a petition for amendment of its 
temporary rate of mail compensation asking that Lake Central’s temporary mail compensation for the 
period Jan, 1, 1957, through Apr. 30, 1957, be increased by $93,935, and that a new temporary mail rate be 
set for the future period beginning May 1, 1957, Of the amount requested, $66,962 applies to the period 
Jan. 1 through Mar. 31, 1957. 






Witi1aAM C. Wop ASSOCTATES, 

Greenwich, Conn., June 12, 1957. 
LAKE CENTRAL AIRLINES, INC., 

Weir Cook Municipal Airport, 
Indianapolis, Ind. 

GENTLEMEN: As a major aircraft brokerage firm in the United States, we feel 
quite qualified to render the appraisal requested which is to be used in connection 
with the registration in the State of Indiana of your proposed security issue. 

Based upon the information and data, which you have supplied to us, we find 
the fair market value of your 8 DC-3 aircraft, as of March 31, 1957, to be 
approximately $935,000. 

The spare parts, and other flight equipment appear to be fairly stated at book 
value which we understand to be at cost, as of March 31, 1957, in the amount of 
$155,050. 

Very truly yours, 
Wirtt1am C. Worp ASSOCIATES, 
JosePH T. Barta, Partner. 
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STATEMENT oF KEITH KAHLE, PRESIDENT OF CENTRAL AIRLINES, INC., IN SUPPORT 
or H. R. 7993 anp H. R. 5822 


My name is Keith Kahle. I am president of Central Airlines, Inc., a scheduled 
local service airline serving 31 cities and communities in Oklahoma, Arkansas, 
Texas, Kansas, Colorado, and Missouri. We carry passengers, mail, and cargo 
on a daily basis, under a certificate of public convenience and necessity issued by 
the Civil Aeronautics Board. 

It is most gratifying that this committee has granted such a prompt hearing 
on H. R. 7993, which is so important to the local service airline industry. On 
behalf of the approximate 420 employees and approximate 217 stockholders of 
Central Airlines, I would like to express our deep appreciation and sincere 
thanks. We also appreciate and are encouraged by the position of the able Civil 
Aeronautics Board and its staff in sponsoring and supporting the passage of this 
legislation known as the guarantee loan bill. To the Civil Aeronautics Board, 
its members and staff, we dip our wings in thanks for their work on this Vital 
piece of legislation. 

We feel extremely humble in appearing before this committee that has on its 
membership 3 distinguished Congressmen from 3 fine States served by 
Central Airlines. We refer specifically to the Honorable Oren Harris of the 
Fourth Congressional District of Arkansas, and able chairman of this committee. 
Although Central Airlines does not serve his district directly, we do proudly 
serve his great State of Arkansas. Further, it is a pleasure to appear before two 
other members of this committee whose districts we do serve directly on a daily 
basis and have for 7 years. We refer to the Honorable John Jarman of the Fifth 
District of Oklahoma and the Honorable Walter E. Rogers of the Eighteenth 
District of Texas. These three gentlemen have long been interested in the 
progressive development of local service airlines serving their own constituents, 
their own State, and the Nation. All of us in Central are especially grateful to 
these gentlemen and this committee for their sustained interest in our continued 
efforts to provide daily airline service to the public. 

You have been told during these hearings of the steady growth of the local 
service airline industry. A thumbnail version of this growth between the years 
1955 and 1956 is included with this statement as appendix A, which shows that 
the industry’s progress in the vital elements of revenue-passengers, passenger- 
miles, and revenue ton-miles has shown substantial gains. Revenue passenger- 
miles were up some 550,000 between 1955 and 1956, or 18 percent. Passenger- 
miles were up 108 million, or 20 percent. And revenue ton-miles were up 11 
million, for another 20 percent increase. Passengers on local service airlines are 
traveling a greater distance, thus providing about 25 cents more revenue per 
passenger. The industry’s planes averaged a fourth of a passenger more for 
each mile they flew. In total, our industry flew nearly 17 percent more plane- 
miles in revenue producing service in 1956 than in 1955. Some of this increase 
was in more intensive cultivation of our basic route systems, and some of it was 
over the 3,827 miles of new routes commenced in 1956 in the interest of expanding 
public service. 

Appendix A to this statement also shows the progress made by Central Air- 
lines between 1955 and 1956. Revenue passengers increased 14 percent, as com- 
pared to the industry increase of 18 percent; passenger-miles increased 27 per- 
cent, as compared to 20 percent for the industry; and the average number of 
Central’s passengers per mile increased 21 percent, as compared to an industry 
average of 2.8 percent. Central’s growth is keeping pace with the industry. 
Central’s assets increased during the year by $263,190, to reach $1,515,497 as 
of December 31, 1956. 

All of this sounds quite substantial, and in any ordinary business would be 
looked upon as indicative of a profitable operation. But such is not the case 
in the local service airline industry, especially where Central is concerned. 
The local service industry is manufacturing a product which, practically speak- 
ing, it must sell to the consumer below cost under present conditions. Over 
the years the industry, and Central as a part of that industry, has consistently 
narrowed the gap between unit cost and selling price. The difference between 
cost and commercial revenue has been made up by the Government in the form 
of subsidy in order that an important segment of the Nation’s population could 
have airline service available to their daily needs, so that the post office could 
have an expanded air mail network, and so that the Nation’s civil air reserve 
could have nearly 200 transport aircraft and over 7,500 trained personnel 
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available for defense needs. Normally, the private citizens who, as stockholders, 
purchased this air fleet and furnished the capital that makes possible this air 
route system, could expect a return on their investment—the element known 
as profit. However, there have been no profits to date in the local airline 
industry. The overall industry shows only a deficit after 10 years of operation. 
Not one of the 13 existing local service airlines has ever paid a common stock 
dividend. This statement, of course, includes Central. 

The authoritative lead editorial in the June 1957 local service issue of Flight 
magazine has this to say about the situation: 

“This brings us to the greatest paradox in the entire history of transportation 
in this country. In spite of these constant gains in every phase of their 
operations, the locals are losing money and not one penny of financial return has 
ever been made to the common-stock holders in the more than 10 years we've 
had local air service. 

“The time has passed when the public and the Government can waste time 
looking backward on the impressive record of local airline growth and develop- 
ment. The carriers themselves have demonstrated to the world that they have 
tried every possible way to reduce subsidy—to get off the dole which each year 
amounts to about $25 million. It is true that they keep providing more service 
each year for about the same amount of subsidy, expanding routes and sched- 
ules, and requiring less subsidy support in relation to the volume of services 
offered and traffie carried. In spite of spiraling costs and the creeping inflation 
that is gripping every business, the total subsidy requirement has remained 
relatively static. The locals are literally on the horns of a dilemma.” 

In our seventh year of operation, 1956, Central had 522,878 shares of common 
stock outstanding. In 1956, Central’s stock sold at a price of around $2 per 
share with a book value of 68 cents. In 1956, the net earnings per share was 
minus 6 cents. 

A year-to-year analysis of Central’s outstanding stock, and the values of this 
stock are contained in appendix B attached to this statement. 

Central’s funds come from a combination of equity financing, that is to say by 
sale of stock (in the total amount of $684,737 since 1949), and by recourse to 
deficit financing, through borrowing from the banks. 

And speaking of borrowing, we would like to call your attention to the fact 
that Central has made 107 trips to the banks for approximately $6 million which 
Central has borrowed since 1949. It should be noted, however, that the mavxi- 
mum outstanding at any one time did not exceed approximately $523,000. 

In total, Central has paid out close to a quarter of a million dollars in in- 
terest on these bank borrowings and on its preferred stock. 

We came before this group some 2 years ago with a plea for passage of the 
bill awarding permanent certificates to the local service airlines. We told you 
then of our difficulties in obtaining financing, and we stated that our financial 
problem would be helped by passage of that legislation. We can téll you that 
this claim has been borne out. Since the passage of that legislation, we have 
been able to borrow for operating capital and for purchase of additional DC-3 
aircraft. We have achieved a greater degree of security that has enabled us 
to spend more of our time on improving our operations. 

However, the local airline industry is now faced with the need for obtaining 
a more efficient airplane before much further progress can be made in im- 
proving the economy of our operations. We need an airplane which is better 
adapted to local service requirements than our existing DC-3’s. But the task 
of financing the acquisition of a fleet of new aircraft, at today’s inflated prices, 
is believed to be beyond the capabilities of most local service carriers, unless 
some help is received from the Government. 

We would like to emphasize here, and have the record real clear, that Central 
in the past has been able to finance its DC—3 operations. It is able to finance its 
present DC-3 operations. We will be able to finance future DC-8 operations 
because the number of dollars are in an area that can be worked out. In other 
words, we have and can finance DC-3 present and future operations. 

Our DC-3’s were purchased at prices ranging from $25,000 to $126,000, with 
engines currently priced at about $3,200 each and propellers at about $1,500 
each. 

In regard to the DC—3, it has been reliably estimated that 90 percent of these 
transport planes are about 20 to 21 years old. They are still safe, still re 
liable, but are entirely obsolete, compared with today’s fast, pressurized air- 
craft that millions of people ride each year. Interior cooling of the modern- 
95051—_57——_8 
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day air transport is vital for passenger comfort and repeat business. In 
Central we have experimented with interior cooling. We have not found a 
practical answer. No one else that we know of has, and we follow such devel- 
opments. Adequate cooling, heating, and pressurization are “must” passen- 
ger accommodations down in our country to the air traveler. We know of no 
way, from a practical standpoint, to adequately cool and pressurize the 20-year- 
old DC-3. 

One of the new air-cooled, pressurized airplanes aimed at the local service 
market has a price tag of $590,000 or 8 times more than the average cost of 
Central’s DC-3’s. This new airplane’s turboprop engines cost $42,500, which is 
14 times more than the DC-3 engines cost today. The propellers for the turbo- 
prop engine cost $16,000, or over 10 times more than the current price of DC-3 
props. If a local service carrier acquires 5 of these new airplanes, complete with 
spares and maintenance equipment, the total capital outlay will approximate 
almost $5 million. 

Five million is approximately 10 times as much as Central has ever borrowed 
at any one time. It is nearly 4 times as much as our present assets, that have 
been slowly accumulated over an 8-year period. It is over seven times as much 
as Central has realized from sale of common and preferred stock combined. 

Banks and brokers have one major demand in common before loaning or 
underwriting sizable amounts—they want a favorable earnings record on past 
performance. Appendix B to this statement shows how far Central misses 
being able to furnish a favorable record for the past. Over the years, we have a 
cumulative loss of $116,218 as of December 31, 1956. We hardly receive a warm 
welcome at the bank or other loan markets with such a record. 

The magnitude of the financing required to reequip a local service carrier is 
so great, compared to past financial requirements, that financial institutions are 
likely to require more stringent evidence than ever before, of ability to pay 
back. 

However, before the local carrier industry can ever show the degree of im- 
provement required to attract, on its own horsepower, new financing of the 
magnitude needed to obtain modern fleets of airplanes, it is first necessary to 
achieve the improvements which only modern aircraft can provide. 

It is an obvious situation where the help of the Government is needed to get 
the industry over a “hump” which must be hurdled before the industry can do 
some of these things on its own, in providing the public with the service they 
require. 

We, in Central, believe that this proposed legislation, H. R. 7993, would be of 
invaluable aid to this industry as a “backstop” for financing the reequipment 
program. 

We must first attempt, as this legislation requires, to secure our own financing 
without recourse to a loan guaranty under the provisions of this bill. However, 
the knowledge that the guaranty method is available, if all else fails, would per- 
mit the local carrier to make their equipment plans and go forward with them. 

In the case of Central, it isn’t that we lack faith in our own ability, or that 
our present stockholders lack faith in Central, or that the banks with which we 
do business have reason to jack faith in Central. It is simply that the magni- 
tude of the f nancing required to purchase, supply, and introduce a new air- 
plane to the public is so much greater than anything in our past small-business 
experience that, frankly, we need the availability of financial help. In view of 
the lack of earnings, not only by Central but by the entire local service industry, 
we feel justified in seeking legislation that would provide a loan guaranty on 
which we can rely for protection in making future plans to better serve the 
public, if all normal sources fail us. 

Gentlemen, we should like to point up that this is not a “money bill” as such. 
The able Civil Aeronautics Board and its staff have asked Congress to authorize 
Federal guaranty of loans for these new planes, up to $5 million per carrier. 
There is ample precedents for such action. I am told that, in the United States 
guaranty of $67 million to build merchant ships, not a penny has been lost. 
It is our judgment the results will be the same in this instance with the further 
advantage of decreased subsidies, over a period of time, as newer, modern air- 
planes will attract more traffic at a lower seat-mile cost for the public traveling 
on their hometown airline. 
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We would like to point out that with the introduction of new, modern air- 
craft plus the process of establishing the same, that a period of time will be 
encountered where higher subsidy will no doubt be required. However, aiter 
this stage a reduction of subsidy can be expected as more people utilize the 
modern airplane used by their local airline. 

This guaranty loan bill is one of several recourses vitally needed to strengthen 
the local carrier industry. There is pending before the Civil Aeronautics Board 


© 


a “Rate of Return” case which we hope will provide a profit element for the 
local airlines. 

Another vital, and certainly no less important, item of assistance for the local 
service carriers is the proposed capital-gains legislation, H. R. 5822. We would 
like to explain to you the importance of this proposed legislation to Central 
Airlines. 

We want to emphasize ever so strongly that this proposed capital gains leg- 
islation should be considered in conjunction with the proposed guaranty loan 
legislation and not in any way as a substitute. Both are vital to our industry. 

It is vital that any capital gains which may accrue to us because of the 
country’s present inflationary economy, must be retained by us in order to help 
offset the inflated cost we must pay for replacement aircraft. Otherwise, we 
have only widened the gap between money available from the retirement of pres- 
ent equipment and the inflated cost of the new equipment. Recapture of the 
gains would worsen considerably our capitalization problem since funds would 
have to be raised somehow to replace the captured funds. 

Here, we would like to give you some figures which will, we believe, enable you 
to see why we need the assistance of both the proposed guaranty loan and capital 
gains legislation. 

The total purchase price of the first 9 DC—3’s which Central acquired between 
the years 1950 to 1954 was $663,900. One F-27, the turboprop Friendship which 
Fairchild is building, will represent an investment of $650,000 when it takes to 
the air—1 F-27 will have cost just $13,900 less than the total cost of Central's 
first 9 DC-3’s. 

With the cost of the replacement equipment in mind and remembering that the 
proposed guaranty loan legislation would guarantee 90 percent of the total 
purchase price of new equipment, up to a total of $5 million per carrier, we think 
we can show you the importance of and need for both of the proposed legislative 
bills. 

Central would probably, based upon our preliminary studies, want to purchase 
initially three F-27 airplanes. They are today priced at $590,000 each, so that 
the total cost of the planes would be $1,770,000. Assuming that radio gear, spare 
powerplants, parts and assemblies would cost 50 percent of the purchase price, 
the investment for Central would total some $2,270,000. Assume that with the 
support of the proposed guaranty loan legislation, deficit financing could be 
secured for 90 percent of that purchase cost, or $2,043,000, Central would then 
have to provide 10 percent, or $227,000, to provide the balance of the funds needed 
to consummate the purchase. 

We can assure you that Central could not provide that money from current 
working capital. 

To secure the money through additional deficit financing would mean that a 
100 percent loan would have been made against the equipment and our chances of 
doing that are extremely remote. We might add here that this additional 
financing, if possible, would cost an estimated $62,000 (5 percent interest for 
10 years on $227,000 required). 

The one remaining source then is equity capital. Our stockholders would be 
reluctant, to put it mildly, to ante up additional sums when, should the Civil 
Aeronautics Board’s proposal become fact, and all capital gains from sale of 
airplanes would be recaptured by the Government, they, the stockholders, will 
have seen the ownership of what is their greatest item of assets, flight equipment, 
transferred from Central Airlines to the Government. 

However, if capital gains realized from the retirement of our DC-—3’s can be 
retained for reinvestment in new equipment, and the Government guarantees 
loans, our financing plans would be completed. We would probably retire three 
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DC-3’s. Here’s how such a plan would enable Central to complete its financing 
plans: 


Sale price—3 DC-3 aircraft $375, 000 
Book value of retired aircraft 8, 184 


Gross profit from sale 366, 816 
aie eon aman 91, 704 


Net available to buy new equipment 
Purchase price—3 F-27’s, plus radio, spares, etc 
Br Se a I ais csv cpictcnpn silat laine angen hnaaidg tit askstnallaciahiabiniie 


Balance to be financed with support of guarantee loan legisla- 
1, 994, 888 


Gentlemen, we think it is obvious that we need the assistance which the pro- 
posed guaranty loan and capital gains legislation would give us. 

We are at a critical stage in our development. We must reequip if we are to 
maintain ourselves as an integral part of the finest air route system the world 
has known. If we do not, the tremendous gains of the local carriers in these 
past 10 years will be lost. The disparity between the ever-improving trunkline 
equipment and the outmoded equipment relegated to the local carriers will widen 
even more and the locals will not have a commensurate participation in this 
country’s air traffic growth. 

Again, may we thank this committee for their time devoted to these two 
important legislative proposals. 

Thank you, again. 

APPENDIX A 


Central Airlines, Inc., comparative traffic statistics, 1955-56 


Central Airlines, Inc. | Loca] service industry 


| 1955 | (1986 Increase | 1955 | 1956 | eneon 


| Percent Percent 
Revenue passenger-miles flown __-| 15, 518,000 | 19, 760, 000 27. 34 |537,017,000 |644, 994, 000 20. 11 
Revenue passengers carried _--- _- 94, 282 107, 758 14.29 | 2,963,936 | 3, 516, 242 18. 63 
Revenue-miles flown...._____._-- 2,649,052 | 2,785,679 5. 16 | 51, 802,611 | 60, 529, 316 16. 85 
Revenue ton-miles_.-____---- 23 1, 610,648 | 2,033, 980 26. 28 | 54, 988, 418 | 66, 474,019 20. 89 
Passengers per mile. -____-- ae | 5. 86 7.09 20. 99 10. 37 10. 66 2. 80 
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APPENDIX © 


THE Fort WortH NATIONAL BANK, 


Fort Worth, Tewv., June 14, 1957. 
Mr. KeitH KAHLE, 


President, Central Airlines, Inc., 
Meacham Field, Fort Worth, Tez. 


DeaR Mr. KAHL LE: We have been favored with the account of Central Airlines, 
Inc. since its organization in 1949 and we wish to express our appreciation for 
all of the business you have given us and to congratulate you on the growth of 
Central. We observe from your present operations that you are keeping pace 
with the local service airline industry. 

This bank has supplied much of your needed financing, especially in regard 
to flight equipment; and your relations with us have been very Satisfactory 
and your record of payments good. 

You have had several talks with us regarding the replacement of Central’s 
DC-3 aircraft and you advise us that if such replacement is to become effective, 
Central would need financing for new equipment a sum between $2 million and 
$3 million. These amounts are several times greater than this bank’s maximum 
loans to you in the past. Our records indicate that our flight-equipment loans 
to you have been in the neighborhood between $300,000 to $400,000. 

Taking into account Central’s earning record and the amount of such financing 
compared with its net worth, we would have to take a dim view of financing new 
equipment that involves a cost of the amounts indicated. 

If legislation such as Senate bill 2229 is enacted, we certainly could look 
more favorably upon Central’s application for financing, within our legal loan 
limit, the purchase of needed new equipment. 

We have a high regard for the present management of Central and we assure 
you we will be happy to assist in your financing in every way possible. 

Yours very truly, 
W. B. DuKE, Vice President. 


The Cuatrrman. Do we have anyone else? 


STATEMENT OF GEORGE D. RILEY, AFI-CIO REPRESENTATIVE, 
AVIATION LEGISLATIVE SUBCOMMITTEE, AFL-CIO 


Mr. Ritey. My name is George D. Riley. I represent the AFL- 
CIO and am speaking also for the aviation legislative subcommittee 
of the AFL-CIO, some 9 or 10 unions employed in this industry. 

We are in support of both bills before your committee. We would 
like very much to have the committee consider the need of the heli- 
copter service lines, some three I believe, under the provisions of 
H. R. 7993. And if you will receive the statement and have it included 
in the record, I will appreciate it. 

The Cuarmman. Mr. Riley, we will be glad to receive your statement 
and include it in the record in support of both bills, H. R. 7993 and 
H. R. 5822. 

Mr. Rizey. Thank you very much. 

(The statement referred to is as follows:) 


STATEMENT OF GEorRGE D. Rirey, AFL-CIO Leeisiative REPRESENTATIVE, ON 
H. R. 5822 anp H. R. 7993 


We support the position taken by our aviation legislative subcommittee favor- 
able to the intent of H. R. 5822 and H. R. 7998, the one to permit airlines under 
certain conditions to acquire capital gains, the second to provide a system of 
Government guaranty of loans to feeder airlines under certain circumstances. 

The good cause of moderinization in acquiring up-to-date equipment which can 
increase the financial competency of short-haul service lines can provide the 
means for supplying stability in this segment of the civilian aviation industry. 

Some 20 or more companies on the mainland of the United States and within 
Hawaii and Alaska will be the beneficiaries of H. R. 7993. 


an 
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The earnings of these lines are not great. Therefore, their borrowing capacity 
is not great, which means that loans with which to acquire more modern air- 
craft are costly to the point of rendering such equipment acquisitions next to 
impossible—certainly, on reasonable terms. 

These airlines represent small business in action in their field. Small busi- 
ness already is a recognized province in which the Federal Government is supply- 
ing a helging hand. This is so true that the Banking and Currency Committee 
may soon report a bill making the Small Business Administration a permanent 
fixture of administrative government. 

sut the purchase of aircraft entails greater sums than SBA might be presumed 
to advance for the reason that, while these airlines are relatively small, the 
fact is that their equipment costs as much as though their capital and their 
operations -were much larger. 

H. R. 7993 calls for no outlay of Federal eash. A simple guaranty of loans is 
the only proposal. In this regard, likewise, there will be reduction in the 
amount of subsidy cost to the Nation’s taxpayers. 

Improved equipment, in turn, can result in better earnings and potentially 
in returns to the tax-collector from these lines. 

Companies covered by H. R. 7993 are performing a vital function of pulling 
closer together several hundred communities in the Territories and on the main- 
land, which otherwise could be regarded only as remote points. 

These small feeder lines continue to rely principally upon the performance of 
the DC-3, a reliable craft for its day. But today’s demands are for even more 
efficient equipment geared to modern needs. 

Newer equipment can make greater profits which, after all, are the spur 
toward higher achievement in our world. 

Company stability means greater industry stability which, in turn, enables 
the lines to grant improved working conditions, pay, and negotiated sup- 
plemental beneffts. 

There are three helicopter operating companies, all fully certificated to give 
complete service—passengers, mail and cargo, which are not specifically referred 
to in the bill. 

Because of the relatively high complexity of helicopters as contrasted to a 
fixed-wing aircraft, the useful life of a helicopter is hardly more than half 
the life of the conventional types. 

While it probably was the purpose of the chairman in presenting H. R. 7993 
to offer an inclusive bill, we suggest the language be clarified to include the cer- 
tificated helicopter carriers. 

Civilian aircraft is more costly than ever before, because of the tremendous 
number of constantly improved devices necessary to safe and efficient operation. 
Reinvestment by air carriers of proceeds from sale or disposition otherwise of 
certain operating property and equipment will enable airlines to step into the jet 
age with a firmness which is needed to provide the competition to which the 
traveling public is entitled. 

This bill (H. R. 5822) as well as H. R. 7993 can provide even greater stability 
in the industry and also assist in enhancing the financial competency of man- 
agement to meet the proposals of employees, demands upon which are con- 
stantly increasing also in this complex economic world of ours. 

We hope the committee will move the bills to the calendar without delay. 


STATEMENT OF THEODORE I. SEAMON, ATTORNEY, WASHINGTON, 
D. C., ON BEHALF OF ALASKA COASTAL AIRLINES, CORDOVA AIR- 
LINES, INC., NORTHERN CONSOLIDATED AIRLINES, INC., AND 
WIEN ALASKA AIRLINES, INC. 


Mr. Seamon. Mr. Chairman, my name is Theodore I. Seamon of 
Washington, D. C. I have been asked by four of the intra-Alaska 
carriers, who were unable to come down for this hearing, to present 
their statement, which has been made available to the committee. 

The carriers are Alaska Coastal Airlines of Juneau; Cordova Air- 
lines, Inc., of Anchorage; Northern Consolidated Airlines, of Anchor- 
age, and Wien Alaska Airlines, Inc., of Fairbanks. These carriers are 
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very, very much concerned in and with H. R. 5822 and H. R. 7993, 
which is before you, and we have a statement going into some of the 
specific details as to just how important these provisions are to the 


carriers. 
The Cnatrman. Thank you, Mr. Seamon. 
Now, you have one statement for all of them, or do you have a state- 


ment for each of them? 

Mr. Szamon. One statement, on behalf of all four, sir, in which we 
have described their general circumstances, two of which, Consoli- 
dated and Wien, had firm orders for F-27 equipment. 

The CoatmrMan. But each supporting both bills? 

Mr. Szamon. Each supporting both bills. But it is a consolidated 
statement, Mr. Chairman. 

The Cuarrman. Very well. 

We will be glad to receive the statement. 

(The statement referred to is as follows :) 


STATEMENT ON BEHALF OF ALASKA COASTAL AIRLINES, CorDOVA AIRLINES, INC., 
NORTHERN CONSOLIDATED AIRLINES, INC., AND WIEN ALASKA AIRLINES, INC. 


Mr. Chairman and members of the committee ; my name is Theodore I. Seamon, 
an attorney of Washington, D.C. I have been asked to submit this statement on 
behaif of the above four named Alaskan air carriers and to express their support 
of the legislation with respect to retention of capital gains and Government guar- 
anty of equipment loans. 

Mr. O. F. Benecke and Mr. S. B. Simmons, managers of Alaska Coastal Air- 
lines, Mr. Merle K. Smith, president of Cordova Airlines, Inc., Mr. Raymond I. 
Petersen, president of Northern Consolidated Airlines, Inc., and Mr. Sigurd Wien, 
president of Wien Alaska Airlines, Inc., desire me to express to this committee 
their support of both bills which are before you, and to emphasize the importance 
of this pending legislation to the acquisition of equipment necessary to improve 
service within Alaska and ultimately eliminate subsidy, 

The foregoing-named officers have also asked me to express to this committee 
their regret that factors of time and distance, Coupled with the fact that this 
period coincides with the active and busy season for transportation agencies 
within Alaska, have made it impracticable for them to arrange to be present and 
testify personally. 

This statement is directed to the following premises and conclusions: 

The strategic importance of Alaska ; 

The almost complete dependence of the Territory and the defense mission 
in Alaska upon air transportation; 

The development of air transportation within Alaska and the improve- 
ments which have been accomplished in aircraft facilities ; 

The importance of new aircraft equipment, such as the F—27 to the con- 
tinued development of air transportation within Alaska and the elimination 
of subsidies ; 

Financing problems arising out of reequipment planning; 

The importance of the pending legislation to make possible financing 
neeessary for reequipment. 

We know that this committee is aware of the strategic importance of Alaska, 
and the vital relationship of air transportation thereto. The need for a strong, 
healthy, and prosperous Alaska and its relationship to the national defense have 
been amply attested to on numerous occasions. For example, Gen. Nathan Twin- 
ing, when commanding general, Alaska, testified, in part in 1948 as follows before 
the Civil Aeronautics Board: 

“T say the job we are primarily interested in now is the building of the defenses 
of Alaska and the Territory ; and we are struggling pretty hard on that, as you 
know. Hand in hand with the building of any defenses are the economies of the 
particular area you are trying to build a defense in. 

* * * * * * cod 


“If the economy could be built up where it should be, it means our defenses 
are going to be cheaper; they are going to be built quicker; and they are going 
to be much more effective. The two go hand in hand. 
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“That is our primary interest now—to get the economy built up, just as it is 
with you people. 

“What is going to bring that about? No. 1 is transportation. It has been 
proven time and time again that no Territory or country can build up without 
transportation.” 

One-fifth as large as the United States, and rich in natural resources, the Terri- 
tory guards the northwest corner of the North American Continent, and is a vital 
bastion in our defense system. This vast land, its people, its business concerns, 
United States military bases, and the distant early warning radar outposts, which 
rim the Alaska perimeter, are all dependent upon air transportation for their 
essential supplies. With roads practically nonexistent, rail service only between 
major population centers and water transportation only during the short summer, 
there simply is no way to serve the Territory except by air. 

The four certificated carriers, on whose behalf this statement is presented, 
operate air-route systems which, collectively, cover well-nigh the entire Terri- 
tory, from the Panhandle area of southeastern Alaska, and throughout the 
interior. Alaska Coastal operates within southeast Alaska, serving a large 
number of points between which, in the majority of instances, air is the only 
practical means of transportation. Because of the terrain and archipelagic 
nature of the area Coastal operates primarily an amphibious operation, con- 
ducted out of Juneau, between Juneau and Ketchikan, and to 30 or 40 smaller 
points within the area, operating equipment of the Grumman Goose and PBY 
type. 

Cordova Airlines, based in Anchorage, operates generally along the southern 
coast of Alaska between Anchorage, Valdez, Cordova, to the so-called Copper 
River area, east to Icy Bay, in the Prince William Sound area, and to Seward. 
Northern Consolidated is based in Anchorage, operating generally throughout 
the southwest part of Alaska, with its routes, west of the rail belt, extending 
from Anchorage and Fairbanks to the Bering Sea, along the Yukon and Kusko- 
kwim Rivers, and into Bristol Bay. Wien Alaska Airlines, based in Fairbanks, 
operates a network of routes throughout the northern part of the Territory of 
Alaska, from Fairbanks to Nome and Kotzebue on the west, to the Canadian 
border on the east, and north to Point Barrow and the Arctic Ocean, operating 
extensively throughout the entire Arctic slope. 

The last three named carriers operate coordinated networks of service with 
aircraft of the DC-3 and C~46 type, coupled with smaller so-called bush air- 
eraft which serve points in the area which cannot accommodate larger equip- 
ment. As larger airports have been developed, they have extended their multi- 
engine, instrument service along the so-called main-line routes, with equipment 
of the DC-3 and C46 type. Their service has been operated and developed 
under the most difficult of conditions. The progress which they have made has 
been in the face of serious financial obstacles. Alaskan carriers are far removed 
from sources of financing. There is little risk capital in the Territory, as a 
consequence of which interest charges are high and long-term financing in the 
amount required cannot be obtained there. Past financing, other than short- 
term loans at high interest rates, has been accomplished in the past mainly 
through the RFC and defense loan facilities. 

In order to meet increased requirements in the Territory, to improve safety 
and reliability, initiate instrument operations, provide lower unit cost aircraft, 
and meet the increased critical lift requirements of the military and defense 
contractors, the carriers in the interior, such as Cordova, Consolidated, and 
Wien have gradually expanded their fleets of equipment from single-engined 
aircraft to aircraft of the DC-3 and C—46 type. While this equipment was not 
designed for, nor is particularly adaptable to Alaskan operations, it has been the 
only equipment practically available and the only equipment upon which the 
carriers have been able to rely for the expansion of their service. Nevertheless, 
these carriers, generally, have been able to expand their service, improve their 
operations and at the same time accomplish substantial strides in the reduction 
of subsidy. 

The key, however, to further reduction, and to elimination of subsidy, must 
be found in terms of new equipment. 

Mr. Petersen, of Northern Consolidated, and Mr. Wien, of Wien Alaska 
Airlines, have for many years been searching for more modern and economical 
equipment better adapted to the operational and economic requirements of their 
routes and services. They have, however, in the past been disappointed, and 
there has not been, until relatively recently, the promise of equipment which 
seems to meet their requirements. Each of these companies has separately 
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analyzed the F-27 prop-jet aircraft. Wien and Consolidated have each ordered 
three of the F-27 aircraft. 

This aircraft makes possible faster ground loading and offloading, with low 
fuselage which makes cargo operations and mail handling much easier, more 
efficient and much less costly. Both of these carriers, after a full analysis of 
the operating performance of the F-27 with Dart engines are satisfied that, 
servicewise, in comparison with the DC-3, this new aircraft will accommodate a 
ereater load, take it farther, faster, and cheaper than present equipment can 
do and with greater safety and passenger comfort. The F-27 will eliminate 
much of the hand-maintenance now required for the DC-3 with respect to both 
airframe and powerplant, requiring much less man-labor per unit of production. 
The Dart engine is particularly important in terms of reducing the cost for 
cold weather operations encountered within Alaska during the winter months 
when extremes of temperature are the rule. The piston engine is costlier to 
operate and maintain, requiring many man-hours and resulting costs involved 
in the preheating of the engine, which is unnecessary in the case of the Dart 
engine. Further, the engine has a built-in heating element which prevents the 
formation of ice on either the engine or propeller. 

Both Wien and Consolidated have independently appraised and analyzed the 
performance of the F-27 as applied to their respective route systems. 

Wien’s studies and cost analyses have led it to the conclusion that the intro- 
duction of the F-27 as replacement for the DC-3 will allow it to reduce its 
breakeven need by $500,000 in the early period following full transition. 

Northern Consolidated has made a detailed study, based on all factors, with 
respect to the operational and cost characteristics of the F—27 and has applied 
same to its actual operations with DC-3 equipment during 1956. These analy- 
ses have shown, based on the actual miles and hours flown with DC-3 equip- 
ment in 1956 by Consolidated, that the use of F-27 equipment in lieu of DC-3 
eperations would have reduced its “break-even need” by $411,000 in 1956. 

The Consolidated studies demonstrated that the cost per available seat-mile 
for the operation of the F-27 on the Northern Consolidated mainline system, in- 
eluding depreciation, would be 1.91 cents, as compared with 2.76 cents per 
available seat-mile for the DC-3. Cost per available ton-mile, including de- 
preciation, would be 16.99 cents for the F-27 as opposed to 30.94 cents for the 
DC-3. The latter is a most important factor since the carriage of cargo and 
mail comprises a substantial portion of the total traffic of Alaskan air carriers. 

The major problem confronting the carriers is one of financing. They are 
satisfied, and their analyses and cost studies have demonstrated, that the intro- 
duction of F—27 equipment will not only provide an improved air service within 
Alaska, directly benefiting the users of transportation but will do so at lower 
costs and bring substantial benefit to the customers, both commercial and 
military, the carriers, and the taxpayers in the form of reduced and eliminated 
subsidy. 

The equipment program for the introduction of the F—27, however, calls for 
financing of a magnitude which these carriers have not heretofore faced. 

The facilities of the RFC and defense loan provisions which made possible 
previous long-term financing in relatively modest amounts, less than a million 
dollars, are not now available. 

The investment bases of these carriers are no real measure of the intrinsic 
value of their facilities which consist of substantially depreciated properties, 
some of which depreciation was taken before the carriers came under the sub- 
sidy provisions of the Civil Aeronautics Act. The lower investment level is also 
due to the carrier’s Own ingenuity and efficiency, forced by lack of capital, to 
require and modify equipment and accomplish that which would normally 
require many more dollars of investment. The cost of new and additional equip- 
ment has been affected both by inflation and the improvements made in such 
equipment. Inflation, which has affected the cost of replacement and reequip- 
ment, has not, as in the case of general industry, been compensated for by cor- 
relative inflationary effect upon earnings and profits. Profits and earnings of 
subsidized carriers are tied to a low investment base at low original acquisition 
cost. The only compensations or offsetting factors involved in the inflation 
which has increased the cost of replacement have been in the increased equity 
accruing to the owner of aircraft by increased market value of aircraft now 
owned, of the DC-3 and C-46 type. The CAB staff now proposes to recapture 
these capital gainss. These carriers must rely upon the capital gains from the 
sale of present equipment as an essential element to support their equipment- 
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financing program. The retention of capital gains is necessary to make avail- 
able to these carriers the basis for downpayment, to provide a minimum equity 
ratio necessary to support the type of loan and debt financing required, and, in- 
deed, to effectuate proposed and accomplished financing. 

As an example, Alaska Coastal, in years gone by, was never able to obtain 
even RFC financing save under conditions by the RFC of such stringent na- 
ture in terms of amount, life of loan, and other factors as to make such loans 
unacceptable. Such stringent and unworkable conditions were imposed because 
the RFC concluded that sufficient equity was not afforded by the carrier to 
support the loan in the amount sought and on less stringent conditions. 

Northern Consolidated has negotiated and completed private financing with 
a group of banks and an insurance company for the purchase of 3 special 
passenger-cargo model Fairchild F—27’s and 4 spare Rolls-Royce and Dart en- 
gines, plus an approximate additional $200,000 for miscellaneous spares and 
training equipment. The total loan amounts to $2 million, to be paid off in 
10 years. The total investment is estimated at $2.3 million. The loan is spe- 
cifically conditioned on the capital gains estimated to be realized from the sale 
of its presently owned DC-3 aircraft and other surplus aircraft and facilities. 
It has an additional requirement to raise $300,000 of equity. The key to the 
consummation of the financing is the retention of capital gains, without which 
such financing may fall. 

It is the considered conclusion of Mr. Petersen, of Northern Consolidated, 
that it needs to retain capital gains to accomplish the financing, and that such 
financing is assured with capital gains. It is, further, his conclusion from 
extensive financing negotiations as a small carrier that companies without a 
continuing earnings record, in which lenders are particularly interested, require 
both the Government-guaranty provision and the ability to retain capital gains 
in order to obtain reasonable, long-term financing. 

Wien has not concluded its financing arrangements. It has been in constant 
negotiations, and has concluded arrangements with a firm of investment bankers 
who have undertaken with expectations of success the negotiation of a credit 
of $2,500,000 secured by first mortgage and/or equipment-trust certificates on 
all flight equipment and terminal facilities. Some bankers have advised Wien, 
however, that at least $500,000 additional equity will be required. This equity 
must be substantially realized through capital gains. 

While Cordova and Alaska Coastal do not have immediate equipment orders, 
both are no less interested in and concerned with the problem. It is essential 
for their future planning that they have the assurance of both the capital- 
gains and the guaranty-loan provisions to make possible the type of financing 
which will be required. In the case of Coastal, operating amphibious equip- 
ment, for which the existing PBY type of aircraft is the only practical type 
available, it is essential that it be made clear that the Government-guaranty 
loan bill will apply to acquisition and modification costs of old as well as newly 
manufactured equipment. 

While the requirements and circumstances of individual carriers may vary, 
it is clear, and the four carriers I represent desire to emphasize, that, from 
the point of view of the smaller. Territorial and local-serviece carriers as a 
group, both bills, H. R. 5822 and H. R, 7993, are essential to make possible 
the financing of equipment which will allow the continued development of air 
transportation and the elimination of subsidy. 





STATEMENT OF JOSEPH MACKEY, PRESIDENT AND CHAIRMAN 
OF THE BOARD, MACKEY AIRLINES, INC, 


Mr. Mackey. Mr. Chairman, my name is Joseph Mackey, president 
of Mackey Airlines. I have a statement I would like to submit for 
the record. We are an excluded carrier under the bill, and I would 
like to call attention to the fact that we seem to be excluded because 
we have never asked for a subsidy and do not have a subsidy. But 
I would like to state that, since there is a question that subsidies will 
increase on these other carriers, there may be a question that we 
might require subsidy without some help. 

The Cuarrman. Mr. Mackey, I think that is a very pertinent state- 
ment that you have just made. Your statement will be received for 
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the record, and, certainly, the suggestion that you make here will be 
considered by the committee. 

Mr. Mackey. Thank you, sir. 

(The statement referred to is as follows :) 


STATEMENT OF JosEPH C,. MACKEY, PRESIDENT AND CHAIRMAN OF THE BOARD OF 
MAcKEY AIRLINES, INC. 


Mr. Chairman and other distinguished mémbers of this committee, I am Joseph 
Mackey, president and chairman of the board of Mackey Airlines, a Florida cor- 
poration. Our company operates regular, daily, passenger service between 
Tampa, St. Petersburg, Fort Lauderdale, Palm Beach, and Nassau and other 
islands of the Bahamas. 

I wish to express my sincere appreciation for the opportunity you have given 
me to appear before you in regard to bill H. R. 7993. I represent our company 
in support of this bill. I do, however, wish to comment on the coverage of this 
bill in its present phraseology. I shall deal with these problems separately. 
I have heard a considerable amount of the testimony given here, and I shall 
attempt to avoid being repetitious. 

I can give you an example of our present problem which, I believe, will impress 
upon you the need for this legislation. Last December, our company had a 
requirement for another DC—4. At that time we had approximately $2 million 
in physical assets, which consisted primarily of aircraft and related parts. We 
had no short- or long-term obligations whatsoever, and we had adequate 
operating capital. We purchased this DC—4 from Capital Airlines for a price 
of $400,000. We had made a $50,000 deposit from our working capital. The 
transaction necessitated our borrowing $350,000. The legal loan limit from our 
local bank was $200,000, so they made us the loan by farming out $150,000 to a 
New York banking institution. To get this money we were required to mortgage 
all of our assets, which had a book value of some $2 million and an actual distress 
sale value considerably in excess of this. In spite of this amount of collateral, 
we were only able to get the loan for 6 months. We had managed to pay this 
obligation down to a remaining $160,000, which we renewed for another 90-day 
period recently, but with the necessity of our still having all of the assets of our 
company pledged against only $160,000. The interest rate on this loan was 
6 percent. 

It so happens that Mackey Airlines placed the first order for the first two 
F-27’s. This means that we recognized the value and importance of this aircraft 
early. Since this subject has been well covered by others we will not dwell on it 
further. 

I have been attempting for 6 months to finance these 2 aircraft and I have 
been unable to do so through any normal financing channel. I have at the 
moment a commitment of private funds, the cost of which will run between 
15 and 20 percent. Obviously we can’t stand this kind of a deal but at the 
moment we have no alternative. 

Let’s take a look at the reasons which create this problem. Everyone agrees 
that our company is sound, that we have made steady and important progress, 
that we have increased our route structures and our gross income, at the same 
time keeping our costs below the industry average and we are to be com- 
mended for having accomplished all of this with no subsidy and no airmail pay. 
However, in spite of all this, we have never made any money and we have 
never paid a dividend. So after we hear a very glowing account of our admin- 
istrative ability, our operational ability, and our tremendous potential for the 
future, we finally get to the point that we can’t borrow any money. 

Aviation to the average banker is something that he knows little or nothing 
about, and my experience is that in most cases he has little interest in finding 
out anything about it. 

At the close of the war when hundreds of surplus aircraft were placed on the 
market by the military services, a great number of romantic plans came forth, 
many of which were developed by persons with more ambition than knowledge of 
the subject, and many banks in this country bought some of his romance. This had 
absolutely nothing to do with the scheduled airline industry but in some sections 
of the country, and our section is one of them, the word “airplane” became a 
nasty word in some financial circles. Those of us who must depend on the 
small financial institutions for money must now bear the results of that era. 

In this bill before us, the Government is being asked to guarantee that private 
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capital will not lose in making loans to the small operators for the purchase of 
equipment. This means that for the Government to be protected we must take 
a look at the collateral. 

Historically, aircraft have never come down in price and value for a given 
model as production continued. If any change develops, it is upward. I be- 
lieve I am correct in saying that the Fairchild F-27 either has already in- 
creased in delivery price or is going to and the first aircraft has not yet been 
manufactured. Since traditionally it is always 18 months to 3 years after an 
order has been placed before delivery can be made on any transport aircraft, 
this means that the supply rarely, if ever, reaches the demand. 

Another important item to consider when thinking of one’s collateral against 
a loan is that the aircraft must be maintained in topnotch condition at all times 
by Civil Aeronautics Board and Civil Aeronautics Authority regulations and that 
the maintenance of that aircraft is under constant Government supervision. 
We have all been discussing DC—3’s and we know that these aircraft are selling 
today for a price higher than their original acquisition cost 20 years ago. In 
any other industry a piece of mechanical equipment is depreciated a substan- 
tial amount the day it is delivered. The demand for the piece of equipment 
on necessary liquidation is doubtful and the piece of equipment may be com- 
pletely worn out in a year or two because there is no Government agency 
charged with and given the power to see that that piece of equipment is properly 
maintained. It is also important to note when thinking of a piece of machinery 
as collateral that in the case of aircraft, the original delivery cannot be made 
to the purchaser until the manufacturer has satisfied Government agencies that 
it is properly designed, properly tested and safe for operation. All of these are 
highly important safeguards in analyzing the collateral which is in effect 
pledged against the Government’s guaranty. 

Where it is possible for an operator to borrow money today for aircraft pur- 
chases, I do not believe that this legislation will make any drastic difference in 
interest rates. Under the present conditions of what seems to be limited sup- 
plies of available investment funds it appears that banking institutions can get 
all of the loans they want in the 5- to 6-percent bracket. Under these condi- 
tions, it would seem obvious that they need not move into a lower interest loan. 
What this legislation will do, however, is make it possible for the small operator 
to secure loans that he otherwise cannot secure at all. 

It must also be realized that aircraft presently in operation cannot be sold 
and used as a substantial downpayment. The new aircraft must be acquired 
and placed in operation before liquidation of the old one is possible. 

I would like to discuss an item which I feel is of profound importance. Since 
the following comments are with reference to a military situation, it might be 
considered that these comments do not belong before this particular committee. 
However, the House of Representatives as a body, and therefore you gentlemen 
as individuals, must certainly be interested in our defense problem. I'll take 
a moment to qualify myself for the following statements. I was a base com- 
mander for the Air Force at the Miami Air Base. My mission was to develop 
and operate an airlift from Miami to India. This operation was carried on for 
a period of 3% years reaching a point where 150 five-man crews were involved 
as well as 35 four-engine aircraft. Our problem from the start to the finish was 
the acquisition of trained personnel. Not only did the shortage exist in the case 
of flight crews, but the problem was even worse with regard to trained me- 
chanics, and specialists such as hydraulic and eleetric. 

Now let us take a look at what we have in the local service, Territorial and 
other small carriers. We have a small army of top-grade flight crew members, 
mechanies, specialists, operations people and related experts. All highly skilled 
and highly trained on aircraft 20 years old and by any and all standards 
obsolete. We are now entering an era of complete change in the principle of 
power for aircraft. The military services and the industry as a whole are 
rapidly approaching the end of piston power with a complete changeover to 
turboprop and jet engines. Under the present circumstances most small airlines 
will be unable to move into the turboprop field. If they were able to do so, it 
would mean that this small army of which I speak would have to be completely 
trained from the bottom to the top in operation of modern equipment. This 
would thus create a vast pool of equipment and personnel available in the case 
of a national emergeney which as of today does not exist. All of these specialists 
are made available to our country in an emergency at no additional cost to the 
taxpayer. I do not have available the cost of training a mechanic, a specialist, 
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or a flight crew in the military services, but I am certain that the figure applied 
to the hundreds and thousands of people who would thus be trained in this 
civilian program would bé a staggering sum. I think that this situation to 
whieh I refer alone would more than justify the passage of this bill; yet this, 
in, effect, is just an additional valuable development to the advantages that 
would accrue to the general public by virtue of the ability of the small airlines 
to aequire modern equipment. 

Now I should like to discuss the coverage of this bill. In its present form 
it covers local service and Territorial carriers only. Mackey Airlines is classi- 
tied as a trunkline operation for some mysterious reason. We have never asked 
for any subsidy or mail pay and we receive none. We have always been very 
proud of this fact, but I am finding it increasingly difficult to explain to our 
directors and 1,400 stockholders what the advantages of remaining in this 
position are. First, permanent certification is given to the local service carriers 
by legislation to make long-range planning possible and ease their financial 
problems. Now it appears that Alaskan and Hawaiian air carriers are to be 
treated likewise. It seems that we will have the dubious honor of being the only 
regularly scheduled passenger airline in existence with a temporary certificate. 

Now we come to the present bill, H. R. 7998. Mackey Airlines, which is smaller 
than any of the local service carriers, is eliminated from the bill. This does 
not seem to us like the way to develop an incentive to other carriers to get off of 
subsidy and it certainly provides little reason for us to continue to remain off 
subsidy. 

We therefore ask that the terminology of H. R. 7993 be changed so that Mackey 
Airlines could be included on the same basis as the local service carriers. We 
suggest the following terminology : 

1. In the enactment provision— 

(a) delete the clause “both within the United States and within the Terri- 
tories of Alaska and Hawaii,” or 

(0) amend said clause to read: “within the United States, within the 
Territories of Alaska and Hawaii, and between the United States and 
nearby places outside thereof.” 

2. In section 3, at the end of the first sentence, add the following clause: 
“or (d) authorizing the transportation of persons and property (but not mail), 
without restriction to all-expense escorted tour service, between Florida and 
points in the Bahama Islands and Cuba.” 

The terminology supplied above is intended to include Mackey Airlines in the 
effect of the bill. It is not intended to exclude any other carrier. If any other 
earrier should have been included and was not, we would expect that such de- 
cision on your part would call for further rephrasing. 

May I express my sincere thanks for the time and consideration you have 
given us on this matter. 


The CHarrmMan. May I have the attention of the members of the 
committee for just a minute? 

I may say we have just been advised that one of our colleagues 
passed away a few minutes ago, and if that is true the House will, as 
is always the case, have a memorial service and then will adjourn, out 
of respect. We were contemplating that in view of that circum- 
stance, if we had an opportunity we could come back this afternoon 
and give any of you, who wish to make your statement and explain 
further your position, that opportunity. 

We are going to verify that information. But in the meantime, 
does anyone else want to file a statement ? 


STATEMENT OF H. W. ROBINSON, CHAIRMAN, BOARD OF 
DIRECTORS, ALASKA AIRLINES, INC. 


Mr. Rostnson. My name is H. W. Robinson, and I am chairman 
of the board of directors of Alaska Airlines in Anchorage, Alaska. 
_ We have already filed a statement with the staff of the committee, 
sir. 

The Cuarrman. H. W. Robinson? 
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Mr. Ropinson. Yes. Our position, briefly, is that we have been 
advised by the statements of the Civil Aeronautics Board not only 
before the Senate committee but before this committee that we and 
Pacific Northern Airlines, another carrier in the Territory, are in- 
tended to be excluded from the provisions of this bill by the Civil 
Aeronautics Board, and we operate to some 60 points within the Terri- 
tory of Alaska, and 50 of them exclusively, as the sole carrier. Con- 
sequently, we feel it would be an undue hardship on these communi- 
ties to be deprived of the equipment which is countenanced by the 
Board under this bill. 

We have a revision, which we respectfully request the committee 
consider, to section 3 of H. R. 7993, which I would like to submit at 
this time. 

The CuarMan. Very well. 

Your statement will be received and filed for the record, Mr. Robin- 
son. 

(The statement referred to is as follows:) 


STATEMENT OF H. W. RoBrinson, CHAIRMAN OF THE BOARD OF DIRECTORS OF ALASKA 
AIRLINES, INnc., ON H. R. 7993 


Alaska Airlines, Inc., is a certificated air carrier, incorporated under the laws 
of the Territory of Alaska, which operates extensive routes within the Territory 
of Alaska and also operates a route between Alaska and the continental United 
States. 

Appendix A attached hereto contains the company’s certificate of public con- 
venience and necessity covering its operations conducted wholly within the 
Territory of Alaska. 

Appendix B contains the company’s certificate of public convenience and 
necessity covering its operation between Alaska and the States. 

Appendix C contains a map showing all of the company’s routes, including 
those within Alaska and also the route to the States. 

The company’s routes within Alaska are local, short-haul routes comparable 
to the routes of local service carriers in the continental United States. 

Alaska Airlines’ entire system is comparable, in terms of volume of com- 
mercial revenues, to the domestic local-service systems. Actually, 4 of the 13 
domestic local-service carriers generate more commercial revenue than is gen- 
erated on the entire system of Alaska Airlines. 

Coming now to H. R. 7993, as we read the provisions of the bill, they would 
include Alaska Airlines as one of the carriers covered by this legislation. 

Section 3 of the bill would authorize the CAB to guarantee aircraft purchase 
loans for “ * * * any carrier holding a certificate of convenience and neces- 
sity * * * providing for operations wholly within the Territory of Alaska 
(including service between Alaska and adjacent Canadian territory ).” 

Alaska Airlines comes within this definition because it holds the certificate 
contained in appendix A hereto which provides for operations wholly within 
the Territory of Alaska. 

However, in the hearings just concluded before the Senate Interstate and 
Foreign Commerce Committee on an identical bill in the Senate (S. 2229), the 
Civil Aeronautics Board has taken the position that Alaska Airlines and Pacific 
Northern Airlines (another Alaskan carrier engaged in both intra-Alaska and 
States-Alaska service) are not included by the terms of the bill and as a matter 
of policy should not be included in the bill. 

We believe the Board is clearly mistaken on the question of whether Alaska 
Airlines and Pacific Northern are presently covered by the bill. As I have 
previously stated, in section 3 of the bill would seem to definitely include both 
of these carriers. 

The Board’s position that these two carriers should be excluded from this 
legislation as a matter of policy is incredible to us. There is no reason whatever 
for excluding these two carriers, which need the benefits of this legislation just 
as much as any of the other carriers covered by the bill. 

The map in appendix C shows the extensive services which Alaska Airlines 
provides within Alaska. We are the only carrier operating between Alaska’s 
two largest cities, Anchorage and Fairbanks. We are also the only carrier from 
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Anchorage into Nome, which is the center of a vast trading area in northwestern 
Alaska that is dependent entirely upon air service for all of its supplies except 
during a couple of summer months when the Bering Sea is navigable. 

In addition to these larger points, Alaska Airlines also serves approximately 
60 smaller communities located throughout the Territory of Alaska, and many 
of these places have no other means of transportation whatever except the air 
service which Alaska Airlines provides. 

Considering the scope and essentiality of the services which our company 
provides within the Territory of Alaska, it would be a most unwarranted 
discrimination against the communities we serve if the carrier which serves 
them were to be deprived of the benefits of this bill while at the same time 
communities served by other Alaskan carriers were provided with such benefits. 

Bécause the Territory of Alaska is so uniquely dependent upon air transporta- 
tion, there is greater need in that area for the benefits of this bill than exists 
anywhere else. And, there can be no justification for making these benefits 
available to only some of the Alaskan communities and not to others. 

Moreover, Alaska Airlines has the same difficulties as other Alaskan carriers 
in attempting to raise money for reequipping its operations. 

We ask that this committee, in reporting this bill, make it clear that the bill 
embraces all of the Alaskan carriers which operate within the Territory, and 
thus include the two carriers (Alaska Airlines and Pacific Northern) which not 
only operate within Alaska but also operate between Alaska and the States. 

We also urge that the benefits of this bill include the States-Alaska opera- 
tions of the two Alaskan carriers which operate to the States; namely, Alaska 
Airlines and Pacific Northern. These operations are as difficult to finance as 
those within Alaska. Also, these two Alaskan carriers compete between Alaska 
and the States with two large international carriers which have resources 
greatly transcending those available to their two relatively small Alaskan 
competitors. 

The President of the United States, in passing upon the recent States-Alaska 
Service case, concluded that these two Alaskan carriers needed to have modern 
equipment on their States-Alaska runs “in view of the great importance of air 
transportation with up-to-date equipment to the people of Alaska and the future 
development of Alaska.” It is clearly in the national interest that these carriers 
be given any assistance required in order to help them acquire the necessary 
aircraft for these important services. 

The bill before this committee is only a permissive statute which would 
authorize the Civil Aeronautics Board to guarantee an aircraft-purchase loan 
if the Board finds that an air carrier is otherwise “unable to obtain necessary 
funds for the purchase of needed aircraft on reasonable terms.” 

Under the circumstances the bill should be made broad enough at least to 
make eligible for consideration, applications for loan guaranties by Alaskan car- 
riers for their operations to the States. Should these carriers be able to finance 
their States-Alaska reequipment needs without a loan guaranty under this 
legislation, there would be no problem. However, if they should be unable to 
do such financing without such a loan guaranty, it would be highly in the 
national interest for the Civil Aeronautics Board to have the authority to grant 
a guaranty, as a means of helping to maintain the kind and quality of air 
service required to meet the transportation needs of the strategic Territory of 
Alaska. 

The Civil Aeronautics Board’s opposition to the inclusion of Alaska Airlines 
and Pacific Northern in this legislation is predicated entirely on the fact that 
these two carriers operate both intra-Alaska and States-Alaska routes. We are 
simply unable to understand why the 60 communities which Alaska Airlines 
serves throughout the Territory of Alaska should be penalized simply because 
Alaska Airlines also conducts a service between Seattle, Portland, and Fairbanks, 
Alaska. Alaska Airlines provides services to these interior Alaskan communities 
with the same type of equipment utilized by the six intra-Alaska carriers to 
which the Board would extend the benefits of the bill. Alaska Airlines has the 
same requirement as these carriers for more modern aircraft in order to provide 
a better service to the Alaskan communities it serves. It is, therefore, gross 
discrimination for the Board to recommend that all of the communities served 
by the 6 intra-Alaska carriers should have the benefits of this bill, but that the 
60 communities to which Alaska Airlines provides air service—50 of which have 
no other scheduled air service whatever—should be denied such benefits. The 
Board’s recommendation is particularly difficult to understand when it is recalled 
that Alaska Airlines provides air service to more communities in the Territory 
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of Alaska, affecting a greater percentage of the Territory’s population, than do 
any of these six carriers. Indeed, it serves almost 6 times as many communities 
as do 2 of them, and twice as many communities as do 2 others. We are there- 
fore confident that this committee will not accept any recommendation whereby 
such a large portion of the Alaskan populace, so totally dependent upon air 
transportation, is specifically denied the benefits of this legislation. 

The Board has also stated in the Senate hearings that Alaska Airlines operates 
routes which “definitely are not characteristic of the short-haul local-service type 
of operation which the Board purported to have in mind when drafting the 
legislation.” ‘This statement is simply not correct. as shown by the map con- 
tained in appendix C which delineates the routes of Alaska Airlines. The route 
structure of Alaska Airlines shown in that map sets forth mileages between each 
point served by Alaska Airlines within the Territory and reveals that Alaska 
Airlines’ services are of a short-haul nature averaging only a little over 40 miles 
between points. This average distance between points is actually less than 
that of several of the six intra-Alaska carriers which the Board would specifically 
include within the scope of the bill. 

It is clear from a reading of the Board’s statement in the Senate hearings that 
the main reason, if not the only reason, for the recommendation that Alaska 
Airlines and Pacific Northern be excluded from the scope of the bill was that 
the inclusion of these carriers with their long-haul States-Alaska routes would 
make it difficult to justify the exclusion of domestic trunk carriers from the bill. 
There is, however, no comparison whatever between Alaska Airlines and the 
domestic trunks. Alaska Airlines’ entire system is comparable in terms of 
volume of commercial revenues, to the domestic local service systems. As pre- 
viously stated, 4 of the 13 domestic service carriers generate more commercial 
revenue than is generated on the entire system of Alaska Airlines. 

Furthermore, and of primary importance, the domestic trunk carriers are 
off subsidy, whereas both Alaska Airlines and Pacifie Northern still require 
subsidy. A subsidized carrier, of course, has a much more difficult time securing 
financing for new equipment than does a carrier that is off subsidy because 
there is always the risk that the aircraft acquired by a subsidy carrier will 
not be recognized by the Board, and hence no return element or depreciation 
granted the carrier applicable to such new aircraft with which the loan may 
be repaid, It is precisely this type of situation which this bill is designed to 
meet. With the aid of this bill, subsidized carriers can secure effective financing 
of more economical types of aircraft and thus eventually reduce their subsidy 
requirements, as the Board has recognized. Alaska Airlines and Pacific North- 
ern, as subsidized carriers, may require this assistance in order to finance modern 
aircraft, not only for their routes within the Territory, but also for their routes 
between the States and Alaska. The problem facing them, therefore, is not 
comparable in any way with that of the domestic trunks which are net sub- 
sidized and, therefore, do not have financing preblems of the magnitude of Alaska 
Airlines and Pacific Northern. Thus the Board is simply incorrect in its pur- 
ported conclusion that if these two carriers are included within the scope of 
the bill, “* * * it would be difficult to justify exclusion of other long-haul 
carriers who might wish to be covered by the bill.” 

Finally, we cannot stress strongly enough the serious effect upon Alaska 
Airlines and Pacific Northern of their deliberate exclusion from this bill. At the 
present time, there is almost no capital market in Alaska, and carriers operat- 
ing in the Territory generally must seek loans from Seattle banks. The Board’s 
recommendation is, in effect, to give six of the carriers operating in the Terri- 
tory an advantage in securing effective financing by means of the proposed bill, 
but to exclude Alaska Airlines and Pacific Northern from such an advantage. 
Thus, these two carriers would be placed at a competitive disadvantage in the 
money market and their present difficulties in securing effective financing would 
be made even more serious. 

Under the foregoing circumstances, Alaska Airlines urges the committee to 
make clear in its report that Alaska Airlines and Pacific Northern Airlines are 
included within the present language of the bill, and should be included because 
the identical problems faced by local service carriers and by carriers operating 
solely within the Territory of Alaska which require the passage of this legisla- 
tion are also applicable to Alaska Airlines and Pacifie Northern Airlines. 
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APPENDIX A 


CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


UNITED STATES OF AMERICA, 
Crvit AERONAUTICS BoArpD, 
Washington, D. C. 

Alaska Airlines, Inc., is hereby authorized, subject to the provisions hereinafter 
set forth, the provisions of title IV of the Civil Aeronautics Act of 1938, as 
amended, and the orders, rules, and regulations issued thereunder, applicable 
to air transportation in the Territory of Alaska, to engage in air transportation 
with the Territory of Alaska. 

A. Over regular routes, as follows: 

1. Between the terminal point Anchorage, the intermediate points Talkeetna, 
Summit, McKinley Park, and Nenana; and the terminal point Fairbanks, with 
respect to persons and property and, with the exception of Talkeetna, Summit, 
McKinley Park, and Nenana, with respect to mail; 

2. Between the terminal point Anchorage, the intermediate points McGrath, 
Unalakleet, Shaktoolik, Ungalik, Koyuk, Haycock, Elim, Moses Point, Golovin, 
White Mountain, Council, and Solomon; and the terminal point Nome, with 
respect to persons, property, and mail; 

3. Between the terminal point Anchorage, the intermediate points Kenai, 
Kasilof, Ninilchik, and Homer and (@) beyond the intermediate point Homer, the 
terminal point Seldovia, and (0) beyond the intermediate point Homer, the inter- 
mediate point Iliamna, and the terminal point King Salmon, with respect to per- 
sons and property, except mail; 

4. Between the terminal point McGrath, the intermediate points Candle 
(Sterling Landing) and Flat, and (a) beyond the intermediate point Flat, the 
intermediate points Aniak and Nyac, and the terminal point Bethel, and (bd) 
beyond the intermediate point Flat, the intermediate points Holikachuk, 
Shageluk, Anvik, Holy Cross, Paimiut, Kako Landing, and Russian Mission; 
and the terminal point Fortuna Ledge with respect to persons and property and, 
with the exception of Candle (Sterling Landing), Aniak, Nyac, and Bethel, with 
respect to mail; 

5. Between the terminal points Fairbanks and Livengood, with respect to 
persons, property, and mail; 

6. Between the terminal point Fairbanks, the intermediate points Eagle, 
Elden Field, Boundary and Jack Wade, and the terminal point Chicken, with 
respect to persons and property and, with the exception of Fairbanks, with 
respect to mail; 

7. Between the terminal point McGrath, the intermediate points Takotna, 
Gaines Creek, Ophir and Folger, and the terminal point Cripple Landing, with 
respect to persons, property and mail; 

8. Between the terminal point Bethel, the intermediate points Quinhagak 
and Goodnews Bay, and the terminal point Platinum, with respect to persons, 
property and mail; 

9. Between the terminal point Bethel, the intermediate points Fortuna Ledge, 
Pilot Station, Pitkas Point, Mountain Village, New Knock Hock, Akulurak, 
Alakanuk, Kwiguk, Hamilton, Stebbins and St. Michael, and the terminal point 
Unalakleet with respect to persons, property and mail; 

10. Between the terminal point Unalakleet, the intermediate point Kaltag, 
and the terminal point Nulato, with respect to persons, property and mail; 

11. Between the terminal point Nome, the intermediate points Teller, Lost 
River and Wales, and the terminal point Shishmaref, with respect to persons, 
property and mail; 

12. Between the terminal point Nome, the intermediate points Candle and 
Deering, and the terminal point Kotzebue, with respect to persons, property, 
and mail; 

13. Between the terminal point Nome, the intermediate point Savoonga, and the 
terminal point Gambell with respect to person and property and, with the 
exception of Savoonga, with respect to mail; 

14. Between the terminal points Anchorage and Seward, with respect to per- 
sons and property, except mail; 

15. Between the terminal point King Salmon, the intermediate points Levelock, 
Dillingham, Clark’s Point, Egegik, Pilot Point, and Ugashik, and the terminal 
point King Salmon, with respect to persons and property, except mail; and 
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16. Between the terminal point Fairbanks, the intermediate points Circle Hot 
Springs and Central, and the terminal point Circle, with respect to persons and 
property, except mail; and 

B. Over irregular routes, as follows: 

1. Between all points situated in that part of Alaska west of a line extending 
from the Arctic Ocean, following the line dividing the Second and Fourth Judi- 
cial Divisions to the headwaters of the Hogatza River, thence following the 
Hogatza, Koyukuk and Yukon Rivers to the mouth of the Yukon River, including 
points situated in the valleys of those parts of said rivers, with respect to per- 
sons and property, except mail; 

2. Between all points in that part of the Territory of Alaska situated east of 
the Yukon River, south of the 64th parallel of latitude, and west of a line extend- 
ing north and south through the most westerly point of Prince William Sound, 
with respect to persons and property, except mail; 

8. Between all points within the district defined by a line extending from 
Fairbanks to Fort Yukon, to Woodchopper, and thence to Fairbanks, with respect 
to persons and property, except mail; and 

4. Between all points within the Fourth Judicial Division of the Territory 
of Alaska, excepting that part of said Judicial Division south of a line extending 
eastward from a point on the line dividing the Second and Fourth Judicial Divi- 
sions at the 64th parallel of latitude to the crest of the Alaska range of moun- 
tains at Mount McKinley, with respect to persons and property, except mail ; 


to be known as route No. 128. 

The service herein authorized is subject to the following terms, conditions 
and limitations: 

(1) The holder shall not, in the course of rendering service over the irregular 
routes set forth, engage in air transportation between points between which 
regular route service is, or hereafter may be, authorized in any outstanding 
certificate of public convenience and necessity, except on casual, occasional and 
infrequent trips which do not result in the establishment of a regular or scheduled 
service. 

(2) The holder shall render service as authorized herein, except as temporary 
Suspensions of service may be authorized by the Board, and may begin or ter- 
minate, or begin and terminate, trips at points short of terminal points. The 
exercise of the privileges granted by this certificate shall be subject to such 
reasonable terms, conditions and limitations required by the public interest as 
may from time to time be prescribed by the Board. 

(3) The authorizations set forth and described in A-15 above shall be effective 
only during the period May through August of each year. 

This certificate shall be effective on March 1, 1957: Provided, however, That 
prior to the date on which this certificate would otherwise become effective the 
Board, either on its own initiative or upon the timely filing of a petition or 
petitions seeking reconsideration of the Board’s order of December 31, 1956 
(Order No. E-—10905), insofar as such order authorizes the issuance of this 
certificate may by order or orders extend such effective date from time to time. 

In witness whereof, the Civil Aeronautics Board has caused this certificate to 
be executed by its Chairman and the seal of the Board to be affixed hereto, attested 
by the Secretary of the Board, on the 31st day of December 1956. 


JAMES R. DurFee, Chairman. 
Attest: 


[SEAL] M. C. MULLIGAN, Secretary. 


APpPENDIx B 


CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY (AS AMENDED) 


UNITED STATES OF AMERICA, 
Crviz AERONAUTICS BOARD, 
Washington, D. C. 

Alaska Airlines, Inc., is hereby authorized, subject to the provisions herein- 
after set forth, the provisions of title IV of the Civil Aeronautics Act of 1938, 
as amended, and the orders, rules, and regulations issued thereunder to engage in 
overesas air transportation with respect to persons, property, and mail, as 
follows: 

Between the coterminal points Portland, Oreg., and Seattle-Tacoma, Wash., 
and the terminal point Fairbanks, Alaska. 











128 AIRCRAFT EQUIPMENT LOANS 


The service herein authorized is subject to the following terms, conditions, 
and limitations: 

(1) The holder shall render service to and from each of the points named 
herein, except as temporary suspensions of service may be authorized by the 
Board. 

(2) The holder may continue to serve regularly any point named herein 
through the airport last regularly used by the holder to serve such point prior 
to the effective date of this certificate, as amended. Upon compliance with 
such procedure relating thereto as may be prescribed by the Board, the holder 
may, in addition to the service herein expressly prescribed regularly serve a 
point named herein through any airport convenient thereto. 

The exercise of the privileges granted by this certificate, as amended, shall 
be subject to such other reasonable terms, conditions, and limitations required 
by the public interest as may from time to time be prescribed by the Board. 

This certificate shall be effective 60 days after the date of its approval by the 
President of the United States and shall continue in effect up to and including 
July 26, 1960: Provided, however, That prior to the date on which this certificate 
would otherwise become effective the Board, either on its own initiative or 
upon the timely filing of a petition or petitions seeking reconsideration of the 
Board’s order of May 25, 1955 (Order No. E-9247), insofar as such order 
authorizes the issuance of this certificate, as amended, may by order or orders 
extend such effective date from time to time. 

In witness whereof, the Civil Aeronautics Board has caused this certificate 
as amended, to be executed by its Chairman and the seal of the Board to be 
affixed hereto, attested by the Secretary of the Board, on the 25th day of May 
1955 

Ross Riziey, Chairman. 

Attest : 

[SEAL] M. C. Mutriean, Secretary. 

Approved : 

Dwicut D. EISENHOWER. 

THE WHITE House, May 27, 1955. 


Section 3 of H. R. 7993 should be revised to reads as follows: 

“Sec. 3. The Board is hereby authorized to guarantee any lender against 
loss of principal or interest on any aircraft purchase loan made by such lender 
to (a) any air carrier holding a certificate of public convenience and necessity 
issued by the Board and designated therein to be for local or feeder air service, 
or (b) to any air carrier holding a certificate of public convenience and necessity 
issued by the Board and incorporated under the laws of the Territory of Hawaii 
or the Territory of Alaska. Such guaranty shall be made in such form, on 
such terms and conditions and pursuant to such regulations, as the Board deems 
necessary and which are not inconsistent with the provisions of this act.” 

The CHarrman. Do you know if these two companies have flight 
equipment that is used solely in connection with intrastate operation ? 

Mr. Ropinson. We have ‘two types of equipment, some equipment 
used solely in intra-Alaska operations, and then flight equipment that 
is. used in combination, intra-Alaska and between the States and 
Alaska 

The fact that we hold the States-Alaska route has been given by the 
Board as their reason for feeling we should be excluded from this 
legislation. 

The Cuarrman. Yes; I realize that, and I heard Mr. Durfee’s ex- 
planation a moment ago of that. But I was merely trying to find 
out if there could be a basis for distinguishing between the use of 
equipment. And you say you do have certain flight equipment that 
you use only in connection with your intrastate operation ¢ 

Mr. Rostnson. That is correct. However, we have equipment, the 
balance of the equipment, that is not used solely within the Territory, 
that is used between the States and Alaska and also within the Ter- 
ritory ; so that it is not used solely in long-haul operation. 
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DUTES OF ALASKA AIRLINES, INC. 


(RREGULAR ROUTES 


Between ail points situated im that part of Alaska 

west of a line extending from te Arctic Ocean, 
following the tine dividing the Second and Fourth 
Judicial Oivisions to the headwaters of the Hogotza 
River, thence following the Mogatze Aoputut and Yukon 
Rivers to the mouth of the Yukon River, including points 
situated im the valleys of those ports of said rivers, 
with respect fo persons and property, excect mai! 


Between ali points in that part of the Territery of 
Siaskc situated ecst of the Yukon River, south of the 
Gem poratie! of latitude, and west of ao line estending 
north and sauth Mrough the most westeriy point of 
Prince William Sound, with respect fo persons and 
property, except ma:! 


Between ai! points within The district defined by @ 

line extending from Fairbantus fe Fort Yukon, fo 
Woodchopper, and thence to Fairtants, eith respect t 
persons and property, except mail; ond 


Between ai! points within the Four® Judicial O:vision 
of the Territory of Alasta, excepting thct part of said 
dudicial Division south of @ line extending eostword 
from @ point on the line dividing the Second and Fourth 
Judicial Divisions of me 64fR porotiel of latitude to 
the crest of the Alaska range of mountcias at mt 
McKinley, with respect te persons and property, 
except mail 
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The CHarrMan. I understand that, but I am trying to get informa- 
tion as to what equipment uy have used only in connection with your 
intrastate operation, that i » local. airline service. 

Mr. Rogrnson. Prim: oie ‘DC-3’s and C-46’s. 

The Cuarrman. Did you file that additional information with your 
statement ¢ 

Mr. Roptnson. Yes, sir. 

I would like to add, if I might: It is the Board’s feeling because of 
this operation, in which we use some of our intra-Alaska equipment 
in going to and from the States—they characterized it as a long-haul 
operation and felt that it would be embarrassing to them to not in- 
clude the domestic carriers if they included us. However, we feel 
very strongly that since we are under subsidy and the domestic car- 
riers are off subsidy, and since it is the primary purpose of the 
Board, as they have stated many times, to reduce subsidy, we feel 
strongly that that operation between the States and Alaska, even 
though with aircraft also used in intra-Alaska operation, should be 
included under this bill. 

The Cramman. Very well. If you will supply that supplemental 
information, we will include it. 

(The information referred to is as follows:) 


PocuE & NEAL, 
Washington, D. C., July 25, 1957. 
Re H. R. 7993 
Hon. Oren Harris, 
Chairman, Interstate and Foreign Conimerce Committee, 
House of Representatives, Washington, D.C. 


Drak Mr. Harris: At the hearing before your committee on July 18, 1957, on 
H. R. 7993, you requested that Mr. H. W. Robinson, chairman of the Board of 
Alaska Airlines, Inc., furnish information for the record showing the numbers 
aud type of airplanes which Alaska Airlines operates exclusively within the 
Territory of Alaska. 

The company operates 18 airplanes solely within the Territory. These con- 
sist of 3 DC—5’s, 3 C—46’s and 12 so-called bush airplanes. The 12 bush planes 
include five 4-passenger Stinsons, four 8-passenger Norsemen and three 3-passen- 
ger Cessnas. 

Alaska Airlines also has 3 DC—4 aircraft, 2 of which are used primarily within 
Alaska and 1 of which is used primarily on the route which the Company oper- 
ates between Fairbanks and Seattle/Portiand. 

The two DC-—4’s used within Alaska provide a daily service on two of the 
most vital routes in the Territory, between Anchorage and Fairbanks and be- 
tween Anchorage and Nome. They are also used to provide a vital contract 
service 5 days a week for the Military Establishment between Elemdorf Field 
at Anchorage and Ladd Field at Fairbanks with an intermediate stop on some 
flights at Big Delta Air Force Base. Each of these two intra-Alaska DC—4’s 
is rotated every other week to the route to the States in order to be returned to 
Seattle for maintenance. 

The above-mentioned 20 aircraft used within Alaska (2 DC—4’s, 3 DC—3’s, 3 
C—46’s, and 12 bush planes) provide service to the 60 some communities within 
the Territory which Alaska Airlines serves along the routes shown on the map 
contained in Appendix C of Mr. Robinson’s statement on file with your com- 
mittee. These aircraft also provide many essential services for the Military 
Establishment in Alaska, in addition to the Elmendorf-Ladd service mentioned 
above. Approximately one-third of this company’s total operations within the 
Territory are performed either directly or indirectly for the Military Estab- 
lishment. 

Alaska Airlines’ great interest in being included in H. R. 7993 is because it is 
faced with a broad equipment modernization program where the assistance 
which this legislation would provide may be indispensable in obtaining the 
required financing. 
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For example, the 5 Stinson aircraft and the 4 Norsemen aircraft are fabric- 
covered airplanes which need to be replaced with modern metal-covered air- 
planes. Approximately 10 new aircraft will have to be acquired as replace- 
ments, at a cost which will aggregate around $500,000. These will be more 
efficient aircraft which will not only reduce subsidy but will also provide a more 
efficient service to the many Alaskan communities where they will operate. 

Alaska Airlines must also replace its DC—4’s with more modern equipment. 
In the recent States-Alaska case, the President stressed “the great importance 
of air transportation with up-to-date equipment to the people of Alaska and 
the future development of Alaska.” 

The replacements for the DC—4 will operate within Alaska as well as between 
Alaska and the States, as the DC—4’s are now doing. Since the aircraft used on 
the run to the States are also used within Alaska, and since Alaska Airlines is an 
Alaskan corporation organized under the laws of the Territory, the problems 
of financing replacements for this larger equipment are much the same as for 
financing the smaller equipment. If anything, the need for the help of this legis- 
lation in acquiring the larger equipment is even greater, because the capital 
outlay involved is much larger. 

For the reasons set forth in Mr. Robinson’s statement on file with your commit- 
tee, Alaska Airlines urges that H. R. 7993 be amended to include Alaska Air- 
lines and all territorial carriers, and thus avoid the discrimination of includ- 
ing only selected Territorial carriers. This can be accomplished by simply 
revising section 3 of the bill to include: “Any carrier holding a certificate of 
public convenience and necessity issued by the Board and incorporated under 
the laws of the Territory of Hawaii or the Territory of Alaska.” 

Yours very truly, 


PoauE & NEAL, 
Attorneys for Alaska Airlines, Inc. 
STATEMENT OF KENNETH A. LAWDER, TREASURER, W. R. GRACE & 
CO., APPEARING ON BEHALF OF PANAGRA 


Mr. Lawper. My name is Kenneth A. Lawder, treasurer, W. R. 


Grace & Co. Prior to becoming treasurer of W. R. Grace on March 
12, 1957, I was vice president and comptroller of Pan American-Grace 
Airways, Inc., commonly known as Panagra, and I appear here on 
behalf of Panagra. 

I would like permission to file my statement for the record and 
also submit myself for any questioning. 

The CHamman. What is the position of your company, Mr. 
Lawder ? 


Mr. Lawoper. I appear here in support of H. R. 5822. 
The CHarrmMan. Very well. Your statement will be received and 
included in the record. 


(The statement referred to is as follows:) 


STATEMENT OF KENNETH A, LAWDER, TREASURER OF W. R. GRACE & Co. (FORMERLY 
VICE PRESIDENT AND COMPTROLLER OF PAN AMERICAN-GRACE AIRWAYS, INC.) 


My name is Kenneth A. Lawder. Prior to becoming treasurer of W. R. Grace 
& Co. on March 12, 1957, I was vice president and comptroller of Pan American- 
Grace Airways, Inc. (commonly known as Panagra), and appear here on behalf 
of Panagra in support of H. R. 5822. Last year I appeared before this com- 
mittee testifying in support of H. R. 8902 and H. R. 8903, and also before the 
Senate Committee on Interstate and Foreign Commerce in support of comparable 
legislation under S. 3449. As vice president and comptroller of Panagra, I also 
testified in December 1956 before the Civil Aeronautics Board in the currently 
pending capital-gains proceeding—docket No. 7902—as the witness for Panagra in 
that proceeding. 

Panagra pioneed the development of United States air transportaiton down 
the west coast of South America and across the Andes to Buenos Aires. The 
service which started as early as 1928 now involves daily operations in the Canal 
Zone and Panama and 6 South American countries. Panagra operates over 
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its own certificated route between the Canal Zone and Buenos Aires via the 
west coast of South America. Service between the Canal Zone and Miami with 
Panagra planes and crews and between Miami and New York with Panagra 
planes is provided under interchange arrangements with other carriers. Last 
year it flew 182,034,000 passenger-miles. Panagra provides a first-class and 
tourist service modern in all respects. 

Panagra operates under intensive competitive conditions. In addition to 2 
other major American carriers, Panagra is confronted with competition of 
foreign-flag airlines such as BOAC (British), KLM (Dutch), SAS (Seandi- 
navian), Air France, Canadian Pacific, Aerolineas Argentinas, LAN (Chile), 
LAV (Venezuela), Avianca (Colombia), Panair do Brasil and Cruzeiro do Sul 
(Brazil), as well as other national carriers, most of whom are either heavily sub- 
sidized, particularly with respect to the purchase of new and modern equipment, 
or are owned by their governments. In addition there is an ever-increasing 
group of smaller non-IATA foreign-flag carriers which operate a cutrate service. 
Vigorous competition is taking place between Panagra and these carriers. Ques- 
tions of national prestige, as well as ability to obtain and retain traffic, are in- 
volved. To meet this competition, as well as to maintain a service of the char- 
acter and quality required for the commerce of the United States, the postal 
service, and the national defense, Panagra constantly has had to reequip. It 
faces unprecedented capital requirements in the immediate future in order to 
effectuate the necessary transition to jet aircraft. 

Over the years Panagra has followed a policy of constantly improving its 
services by the introduction of new equipment as new models and types became 
available. Starting with single engine Fairchilds, Sikorsky amphibians, and 
trimotor Fords, Panagra has successively operated DC-—2’s, DC-3’s, DC—4’s, DC-— 
6’s, and DC-6B’s. In the latter half of 1955 it placed in service the latest 
DC-7B’s. DC-—8’s are on order for delivery in early 1960. ‘To illustrate the 
improvement in service to the traveling public brought about by these changes 
in equipment, the elapsed time for a Panagra passenger between New York and 
Buenos Aires in 1946 was 4 days with the DC-3 equipment which was reduced 
to 45 hours with the introduction of DC-4 equipment in December of that year, 
and in 1957 is 22 hours. In 1960 with the advent of turbojet DC—8’s elapsed 
time between these 2 cities will be reduced to approximately 15 hours. This 
constant reequipment of the line has been necessary not only to meet competi- 
tion of the foreign-flag carriers but, in the opinion of the Panagra management, 
has been essential to the development of an operation which will make it pos- 
sible for Panagra continually to improve the caliber of its service to the public 
and ultimately to fly without subsidy. 

It is Panagra’s position that unless it is permitted to retain capital gains 
from the sale or other disposition of equipment so that these funds will be avail- 
able for reinvestment in new equipment, it will be seriously handicapped in 
carrying out its obligations under the Civil Aeronautics Act. These capital 
gains are vital to Panagra’s financial strength and its ability to achieve a non- 
subsidy status which it strongly desires. They are equally vital to its ability 
to maintain American prestige abroad and to fulfill its obligations in the devel- 
opment of our commerce, our postal service, and the national defense. 

The present situation confronting Panagra is a good case in point. To finance 
the purchase of 5 DC-—7B’s which involved a total expenditure of $12,500,000 
Panagra, on June 10, 1954, arranged to borrow $8 million from a group of 6 
banks to be repaid over a period of 7 years starting from October 1, 1955. This 
loan has now been amortized to approximately $6 million. Competition and 
technological developments made it necessary early in 1956 for Panagra to con- 
tract for the purchase of 4 DC-S8 jet aircraft at a cost of $25 million for de- 
livery in early 1960. This additional substantial capital commitment must be 
financed, while at the same time providing for the retirement of the $6 million 
still outstanding on the credit arranged to finance the DC-7B’s. This is a total 
obligation, therefore, of approximately $31 million, an enormous commitment 
for a small airline which has a net worth of less than $15 million. 

With these commitments made and obligations outstanding the proposal of 
Bureau Counsel in the pending capital gains proceeding before the Civil Aero- 
nautics Board (docket No. 7902) would deprive Panagra and other subsidized 
earriers of an important source of capital on which they have relied in the 
past and on which they must rely even more heavily in the future. A serious 
blow would thus be dealt to their financial strength and most difficult obstacles 
placed in the way of carrying out the reequipment programs so essential to their 
continued growth and development. 
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While I am sure it must be obvious to you gentlemen why an international 
earrier such as Panagra must “under honest, economic, and efficient manage- 
ment” reequip I would nevertheless like to summarize four principal reasons. 
These are: 

1. It must compete not only with United States-flag carriers but with foreign- 
flag carriers whose governments for reasons of national prestige and commerce 
render every facility to their carriers to enable them to acquire and operate the 
newest and most modern equipment ; 

2. It must continuously improve its service with faster, safer, more efficient, 
more appealing, and more economical types of equipment if ultimately it is to 
get off subsidy ; 

8. It must maintain the prestige of the United States in the foreign countries 
it serves ; and 

4. It must maintain a commercial air transport fleet at the highest possible 
peak of efficiency through the purchase of the most modern equipment avail- 
able to meet its national defense obligations. 

These are not mere theories, they are realities which mean life or death, 
and which make or break an airline. 

Reequipment is essential to preserve Panagra’s competitive position, particu- 
larly vis-a-vis foreign-flag carriers. There are more than thirty foreign carriers 
which either directly or through interline tie-ins compete with Panagra. Many 
of these carriers are heavily subsidized by their governments (some in fact are 
government owned) and are thus enabled to maintain a highly efficient opera- 
tion with modern equipment. In 1953, when Panagra ordered its DC-—7B’s, 
foreign carriers serving South America had Comets and 1049G Constellations 
on order. Again, in 1956, it became clear that these carriers were preparing to 
introduce jet aircraft at the earliest possible date. It is Panagra’s objective 
to keep up with, if not ahead of, the improvements in equipment of these com- 
peting foreign carriers. To stand still in the commercial air transportation 
business is to fall behind—behind both United States-flag and foreign com- 
petitors, and behind in serving the needs of the traveling public. 

Panagra and other international carriers know from experience how im- 
portant it is for the United States-fiag service to maintain its reputation abroad. 
Immediately after World War II, when reequipment was badly needed but 
necessarily delayed, serious complaints were heard of the lack of new, modern 
equipment and services. An international carrier depends heavily on the good- 
will of the countries it serves. It loses that goodwill if it does not offer the 
most up-to-date service. This consideration has become particularly important 
in view of the great improvements in speed and service forecast for the jet 
era. 

Reequipment for the jet age is necessary and will create an unprecedented 
financing problem for the carriers. The price of progress in aviation tech- 
nology is ever more costly equipment. Illustrative of both the progress and the 
price increases is the following roster of aircraft flown by Panagra from the 
first single-engine Fairchilds in 1928 to the jets on order for 1960. 


Aircraft type Unit cost 


Fairchild FC-2, Lockheed Vega, Falcon and Loening 626 $14,000— $25, 000 

| Ford trimotor5 ATC. . 67,000—- 70,000 
..| Sikorsky, S-38_..-. P a4 50, 000- 53, 000 
| Douglas, DC-2__.._. 7 : 80,000- 87,000 

| Sikorsky, S-43 : 106, 000- 126, 000 

| Douglas, DC-3/DC-3A____-. | ; 112,000- 131,000 
Douglas, DC-4__.. + é 262,000- 351, 000 
Douglas, 4... 7 a a 655,000— 921,000 

| Douglas, 1B. a 1, 148, 000-1, 296, 000 
| Douglas, -7B_. E4 { 2, 087, 000-2, 200, 000 
Douglas, ee Bt : , 5, 300, 000 


1 On order. 


It is true that carriers are now selling used equipment at prices above the 
depreciated book value. However, the so-called capital gains resulting cannot 
be treated separate and apart from the mounting capital needs for the pur- 
chase of new equipment. Unless a carrier is going out of business it must 
reequip simultaneously with the disposal of used equipment. The sale of the 
old and purchase of the new are thus one inseparable transaction. 
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It is obvious to anyone familiar with the trend of prices that the resale valme 
of used aircraft is in part influenced, as is the price level of other capital and 
consumer goods, by the effect of inflationary factors, as well as by the current 
demand for aircraft. Thus, it must be recognized that the so-called capital 
gains realized from the sale of used aircraft reflect to a very large extent the 
changing value of the dollar. Likewise, the spectacular rise in the cost of new 
aircraft results not only from the revolutionary advance in science and tech- 
nology but also from the effect of inflationary factors on the price level. Fur- 
thermore, an efficient carrier in an expanding market must not only replace 
its old planes with better ones, but must periodically increase its capacity, 
thereby further increasing equipment investment. 

The so-called capital gains, even when reinvested in new equipment, do not 
come near to meeting the ever-spiraling new equipment costs. It is a well- 
established fact that even though a carrier sells its older aircraft at a profit, 
the proceeds of that sale plus funds accumulated from depreciation accruals 
are not sufficient to cover the purchase price of the new equipment. For 
example the cost of jets is many millions of dollars more than we can possibly 
expect to realize from the sale of old equipment to be retired from service, and 
a vast gap remains even when the funds accumulated from depreciation accru- 
als are added. It is unsound and unfair to look only at the book profit on 
the old equipment and to ignore the substantial replacement deficit resulting 
from the whole transaction. 

To do its part to meet the unprecedented reequipment problem, Panagra has 
been prepared to reinvest in its business a substantial portion of its profits, 
to apply all the proceeds from the sale of old equipment to the purchase of new, 
and to secure new financing that will be required on a sound basis. 

During the past 7 years (1950 through 1956), when for the first time retire- 
ment gains became significant, Panagra has paid out as dividends only 34.5 
percent of its net profits from operations, The remaining 65.5 percent of the 
net profit from operations plus all capital gains from the sale of used equip- 
ment have been retained in the business and invested in the purchase of new 
equipment. During this period, major capital expenditures amounted to some 
$19 million. 

Panagra was able to secure financing for the purchase of the DC-7B’s on 
the representation that the proceeds from the sale of the DC-—6’s being replaced 
would be available to cover a part of the purchase cost. On this assumption, 
made while on a closed mail rate, Panagra was able to obtain a bank credit of 
$8 million toward the financing of the total program (which amounted to ap- 
proximately $12,500,000) on what were probably the most favorable terms 
that had been extended to any airline up to that time, namely: 

1. A standby credit for a period of approximately 16 months—June 10, 
1954, to October 1, 1955. 

2. A 7-year amortization period starting after the new equipment had been 
placed in revenue operation as compared with the normal period of 5 years 
previously granted airlines. 

8. An interest rate of 3’ percent. 

To finance the jet program Panagra as well as other subsidized carriers will 
need to be able to show their bankers and investors that capital gains will be 
available to finance, in part, the substantial requirements for reequipment in 
the years immediately ahead. A subsidized carrier can do just so much to meet 
the immense problem of financing reequipment in the jet age. It needs the 
understanding and support of Government if the development purposes of the 
Civil Aeronautics Act are to be fulfilled. I feel certain that Congress never 
intended that the Civil Aeronautics Board should handicap a subsidized carrier 
in obtaining the substantial amounts of additional capital that will be required 
to finance the jet programs. Yet this is precisely the effect of the policy pro- 
posed by CAB Bureau Counsel in the capital gains proceeding (CAB docket 
No. 7902). 

Instead of undermining the valid bases on which sound financing of reequip- 
ment is possible the CAB should recognize the need of the carriers to keep capital 
gains for the purpose of reinvesting in new equipment. To accomplish this a 
directive from Congress is necessary. This is exactly what the provisions of 
H. R. 5822 are designed to do. 

It would give carriers such as Panagra the assurance that is needed to con- 
tinue their programs for modernizing their equipment and, at the same time, 
protect the interests of the Government and the public. In supporting this legis- 
lation neither Panagra nor any other subsidized carrier is seeking a windfall 
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or double payment by Government. It is simply inaccurate to say that the Gov- 
ernment through subsidy payments has already paid for the aircraft by the 
recognition given in mail pay to depreciation for wear and tear as an item of 
expense. To say that planes have been purchased by Government subsidy is 
to attribute subsidy to one item of a number of expense items which create 
the need. Since Panagra’s own revenues have been sufficient to cover the de- 
preciation expense it would be just as reasonable and valid to say that this 
item has not been met by subsidy at all. 

Furthermore, as I have already pointed out, the so-called capital gains repre- 
sent in large part adjustment in the dollar value of capital assets to compensate 
for the effect of inflation on the purchasing power of the dollar. How can it 
logically or equitably be said that so-called capital gains brought about in large 
part by inflation create a duplicate payment by Government and thus result 
in excessive subsidy? I know of no allowance in the mail-rate determinations 
for the element of inflation. The depreciation that has been taken into account 
has been based solely on original cost. This has been wholly inadequate to re- 
cover at the end of the life of the equipment the number of postinflation dollars 
required to replace the identical equipment let alone to purchase newer and 
more complex aircraft. 

Even this misses the essential point. The subsidy is designed to meet the 
carrier’s need for sufficient earnings to enable it under honest, economical, and 
efficient management to provide a fair and reasonable rate of return on the 
investment employed. I have shown that Panagra must be able to reinvest 
its retirement gains in order to assist in financing the reequipment program 
necessary for the jet age. For a precedent in a regulated subsidized industry 
one need only refer to the administration of the Maritime Act under which 
capital gains from the sale or other disposition of subsidized vessels are ex- 
cluded in computing the operator’s allowed and allowable earnings. The steam- 
ship companies (also confronted with the ever-increasing cost of reequipping) 
are permitted to retain capital gains from the sale or other disposition of sub- 
sidized vessels in their capital reserve funds for the express purpose of assist- 
ing in financing their replacement programs in order to further the objective 
of keeping the American merchant marine fleet modern and up to date through 
a continuing reequipment program. The air transportation industry has the 
same problem, only to a greater extent because of the tremendous technological 
progress in the aviation industry. 

Panagra does not believe that the capture of these retirement gains is eco- 
nomically sound from either the Government’s or the carrier’s viewpoint. 
Accordingly, because of the facts of our economic life, because Congress clearly 
intended that international carriers such as Panagra should be enabled to keep 
up with their foreign competitors and with the technological progress in the 
industry, I submit that the Board can best carry out its duties under sections 
2 and 406 (b) of the act through a policy of permitting the retention of retire- 
ment gains on a demonstration by the carrier that it has reinvested, or will 
reinvest in.new equipment, within a reasonable period of time, and retirement 
gains realized from the sale of old equipment. The enactment of H. R. 5822 
will provide the CAB with what it needs—a clear-cut expression of congressional 
policy with respect to capital gains. Under a policy such as that proposed in 
H. R. 5822 the CAB would continue to exercise control over the situation; also 
the funds corresponding to capital gains will be earmarked in a special fund 
for the specific purpose of equipment replacement. Carriers will have little dif- 
ficulty in meeting this test in most instances, but with the aid of a bill such as 
H. R. 5822 they will have a clear-cut declaration of policy which is needed in 
order to plan intelligently for the long-term financing of new equipment. On 
behalf of Panagra I urge enactment of H. R. 5822 as a sound and necessary step 
in furtherance of our declared national policy for the development of air trans- 
portation. 


The Cuatrman. May I inquire if Mr. Kinsey, the controller of 
Pacific Northern, is here? 


STATEMENT OF ROBERT 0. KINSEY, CONTROLLER, PACIFIC 
NORTHERN AIRLINES, INC. 


Mr. Kinsey. Yes, sir. Iam here. My name is Robert O. Kinsey. 
I am controller of Pacific Northern Airlines, Inc. 
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I have a prepared statement in support of H. R. 5822 and also 
in support of H. R. 7993, provided it might be amended to include us. 
We adopt the position of Alaska Airlines in that respect. 

In answer to your question, Mr. Chairman, the DC-3 equipment of 
Pacific Northern Airlines is used exclusively within the Territory of 
Alaska. We contemplate replacing that with F-27 equipment, and 
that too will be used exclusively within the Territory. 

The Cuatrman. Could you indicate how much equipment you have 
used solely for that purpose? 

Mr. Kinsey. That is the only type used solely within the Territory. 
Our Constellation equipment 

The Cuatmrman. But how much of it? 

Mr. Kinsry. There are four DC-3 aircraft. 

The CHatrman. Operating solely as a local service carrier? 

Mr. Kinsey. That is correct. 

The Cuatrman. Very well. We will be glad to receive your state- 
ment, and it will be included in the record. 

(The statement referred to is as follows:) 





STATEMENT OF Ropert O. KINSEY, CONTROLLER OF PACIFIC NORTHERN AIRLINES, INC. 


My name is Robert O. Kinsey. I am controller of Pacific Northern Airlines, 
Inc., a scheduled air carrier authorized to transport persons, property and mail 
between the United States and Alaska and between points within Alaska, serving 
in all 13 of the most important cities of Alaska and the Pacific Northwest. 
Pacific Northern was organized in Anchorage, Alaska, in 1932 and is now cele- 
brating its silver anniversary of service to Alaska. 

I shall address my comments first to H. R. 5822, the capital gains bill. These 
hearings are being conducted by your committee with respect to that bill at a 
very appropriate time. Since April 6, 1956, the Civil Aeronautics Board has 
been conducting the so-called capital gains proceeding, docket No. 7902, the 
purpose of which is to determine whether or not the Board should include in all 
present and future final mail-rate orders of subsidized carriers a provision 
whereby the amount of subsidy payable to each such carrier would be auto- 
matically reduced by the amount of capital gains realized at any time from the 
sale of equipment. Heretofore the policy of the Board has been that capital 
gains realized during an open-rate period, while a carrier was on a temporary 
mail rate, would be offset against subsidy requirements when the rate was 
finally fixed. However, capital gains realized by a subsidized carrier during a 
period when it was on final or permanent mail rates have not heretofore been 
recaptured by the Board. The Board’s order instituting the capital gains pro- 
ceeding is couched in language which makes it appear that the purpose of the 
investigation instituted thereby is to determine whether or not the Board should 
give effect to capital gains and losses realized at any time in making subsidy 
payments under either temporary or permanent rates. However, hearings in 
that case have now been completed, and the Board’s Bureau counsel has taken 
the position that all capital gains realized by subsidized carriers in both open- 
and closed-rate periods must under the law as it is now written be recaptured by 
the Board in cash as soon as they are realized. Therefore, as far as the Board’s 
staff is concerned the only unsolved problem in that case is to devise a method 
of providing for such recapture. Under these circumstances, it would be most 
appropriate for the Congress to declare a policy to be followed by the Board, if 
you agree with us that retention of all capital gains for subsidized air carriers 
is essential to enable them to finance the purchase of more advanced, more efii- 
cient, and more economical fleets of aircraft. 

Pacific Northern is deeply concerned with the consequences which will flow 
from a decision of the Board providing for recapture of all capital gains realized 
by subsidized air carriers at any time from the sale of operating property and 
equipment. In a few short years Pacific Northern, which competes with both 
Northwest Airlines and Pan American World Airways on routes between the 
States and Alaska, will be forced to acquire more modern aircraft of the jet or 
turboprop type in order to meet the competition of its larger competitors. If 
the Board is allowed to carry out its apparent intention of recapturing all profits 
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from the sale of present equipment, our company will be in a position where it 
will be unable to keep pace with its more fortunate competitors, because we 
have neither depreciation reserves, accumulated earnings, nor capital resources 
adequate to finance a reequipment program. 

With respect to the first of these items, the argument will be made by those 
opposed to this legislation that each carrier should have available for the purpose 
of acquiring new equipment depreciation reserves built up against present equip- 
ment. However, the facts are that each successive reequipment program of an 
airline costs substantially more than any previous one because of two factors, 
technological development and inflation. Bigger and faster airplanes are con- 
stantly being designed and built and each of these is much more expensive to 
purchase than was its predecessor. For example, the DC—4 cost much more 
than the DC-3. The DC—6 and the Constellation are today worth approximately 
twice as much as a DC++. The newer types of jet and turboprop equipment will be 
enormous'y more expensive than the DC—6, DC-7 or the Constellation. Accord- 
ingly, depreciation reserves bullt up against present equipment will be entirely 
inadequate to form a basis for financing the purchase of new equipment. On the 
other hand, because of inflationary factors, the market price of older used air- 
craft remains much higher than their depreciated book value and in some in- 
stances the market price is even higher than the cost of the aircraft when new. 
In these circumstances, any profit which can be realized from the sale of older 
equipment for more than its book value is vital to provide a cushion against 
inflationary factors affecting the price of newer equipment. 

As far as the availability of accumulated earnings is concerned, I can only say 
that such accumulations are possible only if the carriers have satisfactory earn- 
ings from operations or can realize capital gains on the purchase and sale of 
equipment. Those are the only two avenues of earnings available to any carrier 
subsidized or unsubsidized. It appears as though the Board is intent upon clos- 
ing the second avenue to all subsidized carriers. With respect to the first avenue 
the record of Pacific Northern under mail rates set by the Board is something less 
than satisfactory. Pacific Northern commenced operating as a corporation in 
1947 and during the first 6 years of its corporate existence under final mail rates 
fixed by the Board, it had total net earnings of only $46,290 on investments rang- 
ing from $1 million to in excess of $4 million. This average annual return of 
slightly in excess of $6,000 did not permit accumulation of funds adequate to 
support any reequipment program. During the years 1954 and 1955 while operat- 
ing under temporary mail rates, Pacific Northern incurred losses of approxi- 
mately $178,000 after capital gains on sales of equipment amounting to $125,000. 
In other words, Pacific Northern had a total operating loss under temporary mail 
rates during those 2 years exceeding $300,000 against which the Board offset 
$125,000 of capital gains which we realized during that period. Although the 
Board has since fixed final rates for the 1954-55 period, the rates so fixed pro- 
vided only sufficient income to allow us to break even in those years. Thus, in the 
first 9 years of our corporate existence PNA was unable to accumulate earnings 
of any consequence in relation to its financial requirements at the present time. 

With respect to the third possible source of funds to meet our reequipment 
needs, capital resources, I must emphasize that we do not now have any excess 
eapital and that we do not see how we can raise additional capital unless and 
until there is some significant change in either our profits picture or some evidence 
of a desire on the part of the Government to help us meet our problems. Largely 
due to our poor earnings record the securities market does not afford us any 
opportunity to raise additional funds through the sale of stock. Our stock was 
issued to the public in March 1953, at a price of $3 per share. At year-end 1953, 
the price had fallen to $2.25 per share. The price stayed at that level throughout 
most of 1954, but at the end of 1955, the price had fallen to $2.12% per share. 
Recently the price has improved slightly but nobody would seriously contend that 
we could seil any substantial number of new shares at a satisfactory price. Any 
large offering could be sold only at a price below the current market and to do that 
would in effect, make additional shares available to the public for less than the 
price which many of our shareholders paid for their stock in 1953. In short, the 
present picture is indeed a gloomy one. Our present financial picture does not 
permit the borrowing of sufficient money to purchase additional aircraft. Our 
total capital and earned surplus as of December 31, 1956, amounted to $2,366,084. 
Our total long-term debt presently amounts to $3,768,000 with a consequent debt- 
equity ratioof 3to2. Our current ratio is approximately 32 to 29, or just a little 
better than 1 to1. Our balance sheet is not a bad balance sheet, but it will not 
support any additional borrowings. The plain fact of the situation is that after 
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25 years of operations we are a subsidized carrier with inadequate depreciation 
reserves, 2 limited market for our stock, a small earned surplus, a record of no 
dividends ever having been paid, and insufficient borrowing power to permit us to 
expand onr equipment to meet the further growth of traffic and the competition of 
our two much larger and better situated competitors. 

Turning now to what our reequipment needs are, they fall into two categories, 
present and future. Right now we need a fifth Lockheed Constellation for 
operating efficiency and for adequate service to the available traffic. The ac- 
quisition of one additional Lockheed Constellation would permit us to dispose 
of both of our present DC-4 aircraft. Both of our DC-4 aircraft are fully 
depreciated and each of them has a market value of approximately $600,000. If 
we are able to sell both of those airplanes at present market values and retain 
the entire proceds, less capital gains taxes, we could increase the equity 
investment in the corporation by a million dollars from that source alone. Thus, 
if we could retain the capital gains, the sale of both DC~4’s would provide us 
with almost enough cash with which to buy one Constellation. However, under 
the Board’s program for subsidized carriers if we were to sell either of those 
airplanes, we would be permitted to retain only the residual value and we would 
have to pay the excess above residual value to the Board, The fifty or one hun- 
dred thousand dollars in residual value which would be all that we could 
retain from the sale of either of the DC—4’s would be of no assistance whatsoever 
in obtaining additional financing for the purchase of a Lockheed Constellation 
to replace them. Therefore, as things now stand, we are unable to find the funds 
with which to buy badly needed equipment without which we are having dif- 
ticulty in maintaining our competitive position in States-Alaska service. In 
other words, at present we need the capital gain from the sale of the DC—4’s in 
order to finance a complete conversion of our long-range fleet to pressurized 
equipment and without the ability to retain such capital gains we cannot effect 
such a conversion. 

Concerned as I am about our present situation, I am even more concerned 
about the future. I am convinced that within 5 years we shali be forced by our 
competition into a reequipment program involving acquisition of the newer types 
of aircraft. This is especially true with respect to our States-Alaska opera- 
tions, where our two principal competitors, Northwest and Pan American, will be 
among the first to put turboprop aircraft into service, probably by 1960. Our 
belief is that turboprop aircraft will be those best suited to States-Alaska service, 
and we must plan now for the purchase of such equipment, unless we are willing 
to forego further efforts to compete with out better situated competitors. We do 
not believe that the Board intends that a combination of inflation and progress 
in the science of flight shall bring about a curtailment of competition in States- 
Alaska service, which the Board has twice found to be required by the public 
convenience and necessity. 

Yet when we talk of turboprop aircraft, our present financial requirements pale 
to insignificance. The Lockheed Electra is now being quoted at $2,200,000 for 
delivery in 1960. If we are to acquire Electras for States-Alaska service, we 
feel that it also makes sense to replace our DC-—3’s in intra-Alaska service with 
turboprop aircraft of the F—27 type in the interests of equipment standardization. 
To accomplish such a program will entail purchase of 4 Electras and 3 F—27’s, 
the latter at $500,000 apiece, for a total investment in the neighborhood of 
$10 million. To this figure must be added an allowance of 10 percent for spare 
parts, making an aggregate capital requirement in excess of $11 million which 
we must plan to raise within 5 years. Never before have we been forced with 
such a pressing need for such a large amount of new capital. 

Leaving aside the intra-Alaska aspect, where we may have some freedom of 
choice, the most important problem facing us today is how to raise the money 
to acquire more modern aircraft for use in States-Alaska service which we must 
have in order to continue to compete with our larger and better situated com- 
petitors. This we must do or the Board’s purpose in establishing our States- 
Alaska service will be frustrated and the public will be the ultimate loser. Yet, 
can we raise nearly $10 million for new equipment by 1960? By that time we 
shall have paid off most of our present bank loan but depreciation reserves will 
have been expended for that purpose and will not be available for purchase 
of the newer aircraft. We will be able to borrow some money but bankers advise 
that we certainly could not borrow more than a third of the amount required on 
an equity base of approximately $2 million. On the other hand, it is equally 
obvious that, if by that time we are able to dispose of our present fleet of air- 
craft at anything like their present market values and retain the capital gains 
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realized therefrom, we shall be in an entirely different situation. We estimate 
that proceeds from the sale in 1960 of our present fleet of DC-4, DC-3, and L-649 
aircraft at present market values will amount to $6,985,000. After capital-gains 
taxes we would have left out of this sum $5,429,833 of which $4,426,244 would 
represent capital gains. If we could apply these entire proceeds after taxes 
against the purchase price of a new fleet of Electras and Friendships, we would 
require only approximately $5,900,000 of new capital for the acquisition of such 
equipment. We would, however, under those circumstances, because of the 
addition thereto of the capital gains, have an equity base at that time of nearly 
$7 million against which I am advised it would probably be possible to borrow 
the $5,900,000. On the other hand, if the Board should recapture the entire $5,- 
981,411 of capital gains (before taxes thereon) realized on the sale of our present 
fleet of aircraft, we would be in a worse position than we are today, except that, 
instead of being unable to borrow $1,300,000 to buy another Lockheed Constella- 
tion, we will be unable to raise anything like $10 million with which to buy 
Electras which will be required to meet our competition. 

I should like to emphasize that Pacific Northern has not been alone in the 
difficulties encountered in securing adequate capital during the past years. 
Practically all of the other carriers serving Alaska have been and are experienc- 
ing the Same problems. Equity capital is virtually nonexistent within the Ter- 
ritory and a shortage exists throughout the west coast. Borrowed capital can be 
found only at extremely high interest premiums. These factors are inherent 
along new frontiers of growth. The problem has been intensified by the spiraling 
demands of the Territory for expanded air transportation services. Since 1940 
Alaska has experienced the most rapid rate of growth in population of any area 
under the United States flag. World War II and the postwar concept of the 
Defense Department, which establishes Alaska as a keystone of hemispheric 
defense, have imposed inordinate requirements for enlargement of air trans- 
portation facilities. Alternate means of transportation are not available, and 
passenger steamship services have recently been discontinued. Large-scale 
business enterprises, spurred by strategic consideration, are now being developed 
to tap Alaska’s huge natural resources of pulp and timber, petroleum, and 
strategic metals. In the face of this tide of growing traflic demands, the air 
earriers serving Alaska have been and are being compelled to expand their 
facilities at an accelerated rate. 

Yet, when we ask you to pass this legislation, we are not seeking a “windfall 
profit” or any other kind of unjust enrichment. We simply want equality of 
treatment. The nonsubsidized carriers are, and will continue to be, able to realize 
such capital gains and their advantages over the subsidized carriers in obtain- 
ing new equipment will be greatly enhanced by any inability of the latter to 
realize profits on the sale of capital equipment. In fact, we feel that it is 
discrimination against subsidized carriers for the Board to deprive those car- 
riers of capital gains realized at any time from the sale of equipment by, in effect, 
eapturing for the Government the total amount of those gains less the taxes 
already paid to the Government. For example, a large unsubsidized carrier 
presumably could sell a given airplane at a profit of $1 million, pay a 25 percent 
capital-gains tax. and have $750,000 left with which to buy replacement equip- 
ment. Under the policy which the Board appears to be advocating, a similar 
sale by a subsidized carrier would not only result in the loss of the use of the 
aircraft but also in the donation by the carrier of the total proceeds to the Gov- 
ernment. It would be the same as if the carrier had simply signed over to the 
Government a bill of sale for the airplane. Under these circumstances, there 
would be no incentive whatsoever for a carrier ever to dispose of a single piece 
of equipment so long as it is on subsidy. In other words, a policy of capturing 
all capital gains for the benefit of the Government would inevitably result in 
freezing the subsidized carriers in their present equipment. 

Moreover, with respect to the Alaskan carriers, any action which Congress 
ean take which will enable them to obtain more modern aircraft as the science 
of flight progresses will aid in the development of the economy of the Territory 
of Alaska and will be an invaluable adjunct to the defense of that area. As 
you gentlemen know, the development of the resources of Alaska is a matter of 
importance to the entire Nation and the strategic value of the Territory as an 
outpost of national defense needs no comment. Moreover, I believe that you 
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gentlemen realize that air service is vital to both the economy and defense 
of Alaska and that the public interest requires that the airlines providing that 
service be aided and encouraged in every possible way. Under these circum- 
stances, it would be entirely proper for Congress to direct the Civil Aeronautics 
Board that in the administration of its duties under section 406 of the Civil 
Aeronautics Act it shall allow subsidized airlines to have the same advantages 
of capital gains from the sale of property as do their more fortunately situated 
brothers in the industry. 

With respect to H. R. 7993, the Civil Aeronautics Board, in testifying on a 
companion bill in the Senate, stated that this legislation did not, and was not 
intended to, include Pacific Northern and Alaska Airlines among the carriers to 
be benefited thereby. This is true even though both of these carriers hold sepa- 
rate certificates authorizing them to engage in air transportation wholly within 
the Territory of Alaska in addition to certificates: authorizing service between 
the States and Alaska. However, our quarrel is not with the Board’s interpre- 
tation of the language of the bill but with the motivating philosophy which 
would exclude Pacific Northern and Alaska Airlines from the carriers to be 
benefited. 

Although we do not regard the guaranteed-loan legislation as the panacea 
for all ills of the subsidized carriers, we can see no reason for the Board or the 
Congress wanting to discriminate against two of the subsidized carriers whose 
problems in connection with procuring financing are substantially identical with 
the problems of the strictly intraterritorial carriers and the local service car- 
riers. Neither Pacific Northern nor Alaska Airlines is so big that exclusion from 
this legislation is justified on the basis that either or both is a trunkline carrier 
comparable in size with the nonsubsidized domestic airlines. Actually the ex- 
clusion of these two carriers from the provisions of the bill would probably re- 
sult in as much injury to the communities they serve as to the earriers them- 
selves, because the need of each of these carriers for modern equipment to serve 
their communities is at least as great as the need of any intraterritorial or 
local service carrier for modern equipment to serve its communities. More- 
over, as I have pointed out before, both Pacific Northern and Alaska Airlines, in 
their States-Alaska operations, compete with two huge international carriers 
whose resources for the purchase of newer types of aircraft are among the 
largest in the entire industry. Therefore, fair play requires that Pacific North- 
ern and Alaska Airlines not be singled out from the balance of subsidized in- 
dustry for discriminatory and prejudicial treatment, when their financing prob- 
lems are, if anything, of greater magnitude than those of the carriers designed 
to be helped by the legislation. 

Nevertheless, in fairness, I should state that, as between the two bills, the 
capital-gains bill is the more significant to Pacific Northern. Our present prob- 
lem is how to obtain a tremendous amount of financing, and the only means 
available appears to be through retention of capital gains, which will permit 
us to increase our equity investment to an amount sufficient to provide a basis 
for borrowing the balance of our requirements. If we were to lose our capital 
gains and be included in guaranteed-loan legislation, we would probably be 
unable to accomplish our reequipment program, because we do not believe that 
without an adequate equity base a government guaranty of loans will provide 
sufficient credit to permit us to borrow enough to meet our financial require- 
ments. In other words, while a Government guaranty of loans might make 
credit available to us on more favorable terms, we cannot honestly state that 
such a guaranty will provide us with any more credit than our equity base 
justifies. We cannot now and, with or without a Government guaranty of loans, 
we cannot in the future, borrow funds very greatly in excess of our equity 
investment. For that reason, ability to increase our equity investment through 
retention of capital gains is the sine quo non of our reequipment program. In 
short, a Government guaranty of loans is no substitute for ability to retain our 
anticipated capital gains, although it would be helpful in certain respects. 
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Pacifie Northern Airlines, Inc., reequipment and financing requirements—System 


basis in year 1960? 


Aircraft requirements (including spares) : 
4 each Lockheed Electras, at $2,200,000 
3 each F-27 Friendships, at $500,000 


I i Sia cca ki catamaran a criedeaik ones aril thigh danas aera ENCED At 
Allowance for spares, ete., 10 percent 


Total reequipment requirements..__~--.----_+.__--_----_- 


Proposed financing : 
Method I (no recapture) : 
Sales price of present fleet (PNA exhibit 105)-_--..-__~ 
Less residual, estimated at 15 percent of cost “__.________ 
Less built-in overhaul, estimated at 15 percent of cost__--_ 
[STORE DOIN 6 iste atni-bos ene enw scid~ hii See dltk 
Less capital gains tax at 26 percent...._______-.______- 
TE COMIRO) BED pistes sto sth peed aib b abi inti taba 
Plus residual and built-in overhaul__...._.----_.-_-_-_- 
Net to PNA on sale of present fleet_- ‘ 
Funds to be provided by long-term financing 


Method II (with recapture) : 
Sales price of present fleet____.._...._-__-_- 
Less residual and built-in overhaul 


Gross gain____- inia ca6hs 
Less capital gains tax at 26 pere entins: 


Net capital gain._._______-~ 
Less recapture of capital gain SpSe dei bs trial aieh aaecan diate Sa 
Plus residual and built-in overhaul 


Net to PNA on sale of present fleet sedi 
Funds to be provided by long-term financing 


MORRh..tth thease 

1 Interpreted to mean 1960 or later date 
at which time 
2? Cost is $5,017,949 as shown in exhibits PNA 106 a 


Mr. Floberg. 


nd 107. 


The CHaiRMAN. 


STATEMENT OF JOHN F. FLOBERG, WASHINGTON, D. C. 
CONFERENCE OF LOCAL AIRLINES 


Mr. Fiopere. 
am appearing here for the Conference of Local Airlines. 
IT have, Mr. Chairman, statements of Mr. R. E. McKauy 
dent of Trans-Texas Airways, and Mr. Frank W. Hulse, } 
Southern Airways, supporting both of these bills, in my | 
shall give them to the clerk for inclusion in the record 


permission. 

[ also have previously given to the clerk my own stateme 
bills, and I would ask, Mr. ¢ 
record. 


‘hairman, that you include t 


ghan, 


$8, 800, 000: 
1, 500, 000 





10, 300, 000 
1, 080, 000. 


11, 





0, OOO 


33 








6, 985, 000 
— 752, 692 
—250, 897 





5, 981, 411 
—1, 555, 167 


4, 426, 244 
1, 008, 589 
5, 429, 883 
5, 900, 167 


11, 330, 000 


24 
ov 





5, 000 
3, SSO 


411 
167 


5, 981, 
—], 
4, 426, 244 
—4, 426, 244 
1, 008, 5! 


5oo, 


SD 


1, 003, 589 


_ 10,326, 411 


11, 330, 000 


. whenever the reequipment program is effected, 
it is assumed that the equipment will be depreciated to residual value. 


, COUNSEL, 


Mr. Chairman, my name is John F. Floberg, and I 


presi- 
resident of 
vand, and I 

with your 


nt on these 
hose in the 
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The CHairmMan. Yes; we will be glad to receive the statements. 
(The statements referred to are as follows :) 


STATEMENT OF JOHN F. FLOBERG 


Mr. Chairman and members of the subcommittee, my name is John F. Floberg, 
and my local address is the World Center Building, Washington, D. C. I am 
und have for the past 3 years been counsel for the Conference of Loeal Air- 
lines, an association presently made up of the certificated local service air 
carriers whose names you see on the letterhead of this statement. I wish to 
thank this subcommittee and its parent full committee for the privilege of ap- 
pearing here today in support of H. R. 5822. 

It is 15 months since I appeared before this subcommittee in support of legis- 
lation in the last Congress substantially similar to H. R. 5822 which we are 
discussing here today. During those 15 months the rate of growth of public 
service rendered by the local air carriers has continued on its rapid climb: 
1956 service was about 20 percent greater in volume than 1955 service. The 
local service carriers carried over 3,500,000 revenue passengers in 1956 and 
flew over 60 million plane-miles and 645 million passenger-miles as compared to 3 
million passengers, 52 million plane-miles, and 537 million passenger-miles in 
1955. Nonmail revenues jumped to over $48 million compared to $35 million the 
year before. Subsidy dropped to 3.87 cents per revenue passenger-mile, little 
more than half the figure of 6.80 cents in 1953. Break-even need of $24.6 
million has the lowest ratio to nonmail revenues of $43.6 million in the history 
of the industry. 

But despite the favorable growth picture evidenced by the statistics which 
I have recited, the position of the local air carrier industry declined materially 
in the course of the past year. The DC-3 aircraft furnishing the bulk of the 
local air transport has now passed the 21st anniversary of its first scheduled 
flight instead of its 20th. Direet expense per revenue plane-mile rose to a new 
high of 52.85 cents, a rise partly attributable to the advancing obsolescence of 
the DC-3 aircraft. Net earnings on the 1l-year consolidated income and ex- 
pense statements of the 18 local service carriers have decreased in 1 year by 
about $800,000. The net deficit reported on the consolidated balance sheet 
of the industry has changed from $326,000 on December 31, 1955, to $424,000 
on December 31, 1956, scarcely an urgent invitation to investors to approach 
this industry. 

Against this background we find ourselves here today discussing H. R. 5822; 
the most important single piece of legislation under consideration at this time 
for improving the financial position and the quality of service rendered by the 
local service airlines, and the cornerstone of all other legislative suggestions 
aimed at those same purposes. 

H. R. 5822 has for its purpose the objective of putting subsidized air carriers 
in precisely the same position with regard to book profits realized upon the 
retirement of used equipment as every other industry in the United States 
enjoys. Not only the unsubsidized air industry, but many other industries, 
transportation, manufacturing, service industries, depend to a major extent for 
the growth of their equities on the contribution to those equities by capital gains 
realized upon the retirement of old equipment. The local air carrier industry, 
with its equity depleted as the equity of few other industries is, and the sub- 
sidized air carrier industry in general stands alone to my knowledge in having 
a question exist concerning the complete availability of such profits to the owner 
of the business. This bill would remove any such question and would promote 
this industry into the first-class status of other American industries in this 
respect. 

When the happy day arrives that the local service airlines are supported 
completely by commercial revenues and seek no Federal subsidy, then the 
complete freedom from governmental domination and second guessing of man- 
agement decisions in all areas will include the freedom of disposing of old 
flight equipment on such terms and conditions as best suit the situation of 
the airline. H. R. 5822 will make possible, at least in major part, a similar 
freedom from governmental domination and second guessing and will furnish 
the managements of subsidized airlines the opportunity to make their decisions 
concerning the sale of old equipment on bases or for purposes at least ap- 
proaching those on and/or which any other intelligent airline management 
would make them. 
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The local service airlines are today operating about 200 aircraft, all but 
a couple of dozen of them of the DC-3 type. Practically all the DC—3’s are 
candidates for sale when a local service airliner suitable to the particular 
airline is available as a replacement and the means for financing its purchase 
appear. The acquisition costs of these DC-3’s have varied from as low as 
$12,500 to a high of over $125,000 or seat costs of $500 to $5,000, with most 
about midway in that range. Most of these aircraft have now been fully or 
almost fully depreciated to their residual value; consequently, any sale price 
realized on their disposal will be almost entirely book profit. 

One fact which nobody in the local airline industry and which no one out- 
side the industry having any knowledge of it questions is that it will be im- 
possible for a local airline to make itself subsidy-free so long as its fleet con- 
sists entirely or even principally of DC-3 type aircraft. A reequipment pro- 
gram is essential to economic self-sufficiency. It is generally agreed that an 
average airline load factor of about 65 percent is as high as a local carrier 
can operate, since any higher load factor than that figure invariably means 
that a substantial amount of business is being turned away on certain seg- 
ments and on certain flights of the airline. At a 65 percent average load 
factor, figured on the basis of a 21 seat DC-3, it is mathematically impossible 
for a local service carrier to be self-sufficient. The consequent gap must be 
filled by public service revenues in the form of Government subsidies. In 
order to close that gap, a reequipment program which will make additional 
revenues available and which will reduce seat-mile costs is essential, and for 
the health of the industry it must be accelerated. How, however, can a local 
carrier finance this reequipment program? 

No sound business management wants to have itself lopsided with debt. 
Although proper debt-equity ratio varies from industry to industry, a 1-1 
debt to equity ratio is generally a minimal healthy condition for an industry 
with the characteristics of the air transport industry. Already the local air 
earrier industry fails to meet this requirement for reasons that made its fi- 
nancial position much more precarious than the simple arithmetic would imply. 
On a December 31, 1957, consolidated industry balance sheet the local service 
earriers show $11,256,000 in net worth and $7,800,000 of long-term debt for a 
debt-equity ratio of 40.82 percent. Actually, however, the same consolidated 
balance sheet shows $17,491,000 of current liabilities, or half again as much 
in current liabilities as in the entire net worth of all the companies in the 
industry. If the industry were healthy, two-thirds to three-quarters of these 
eurrent liabilities would appear in net worth, or at the very worst in long- 
term debt. If transposed into long-term debt instead of into net worth, the 
unhealthy debt-equity relationship is readily apparent. 

The normal maximum which commercial sources are willing to lend against 
the cost of flight equipment is in the vicinity of 75 percent of that cost. H. R. 
7993, which this committee is also considering, has for its objective the raising 
of that percentage by a moderate amount. The balance, however, whether it 
be 25 percent or some slightly lesser percentage, of the cost of new equipment, 
must be secured through either (1) additional equity capital, (2) retained 
earnings, or (8) the most obvious and readily available source, the sale of 
present flight equipment. If this last important source of funds is frustrated 
by classifying it as “other revenue” under the terms of section 406 of the Civil 
Aeronauties Act, so that those funds are, in effect, confiscated by the Civil 
Aeronautics Board, then any reequipment program will be either completely 
frustrated or at least considerably delayed. The result of either consequence 
will be a continuation of annual subsidy which would very rapidly amount to 
far more than the one-time savings to the Government realized by seizing the 
proceeds of the sale of the old equipment. 

Suppose, for example, a typical local-service airline, having flown 6 million 
miles a year and having maximum revenues and minimum expenses received 
Government subsidy to the extent of 12.5 cents necessary to enable it to break 
even and 4 cents in profit and taxes. This figure would amount to a total of 
almost $1 million Government subsidy per year. Suppose the same typical car- 
rier were able to sell 10 of its DC—3’s at a price which would yield it a capital 
gain after taxes of exactly $100,000 per aircraft; this would obviously mean a 
total capital gain of $1 million applicable to the purchase price of new aircraft 
capable of operating on their own without Government subsidy. Thus if the 
Board appeared likely to confiscate that $1 million and if the threat of that 
confiscation delayed reequipment by just 1 year, the Board’s onetime savings 
would disappear, and all subsidies and payments thereafter attributable to 














AIRCRAFT EQUIPMENT LOANS 143 


those 10 DC-3’s would be additional ones that could have been avoided. Pre- 
cisely this sequence has been initiated during the year that enactment of this 
legislation has been delayed. 

Suppose that the Civil Aeronautics Board in fixing the mail rate of a local 
earrier established for that carrier a profit margin of exactly $100,000 and 
further suppose that the forecast turns out so perfect that the carrier earns 
exactly that amount on its operations. Suppose that the same carrier during 
the same year sells a DC-3 at a price which also yields it a capital gain after 
taxes of exactly $100,000. Then suppose the Board confiscates that $100,000 
of capital gain. For all practical purposes the action by the Board appears 
on the financial statements of the carrier as a reduction of the operating profit 
of that carrier for that year to zero, so that it ends the year with one aircraft 
fewer in its fleet and it can claim for its year of effort only the pleasure of 
having rendered a volume of public service. This hardnly seems to me the 
way to induce equity capital to invest in local airlines for the purpose of financing 
their growth, and such a result hardly seems to me to be consistent with the 
express purpose of the Civil Aeronautics Act of developing a sound system of 
air transportation in this country. 

The cost of the reequipment program facing the local airlines is just as 
staggering as the necessity of that program is obvious. Every available dollar 
will be important to that program, and every dollar of capital requirements 
that can be satisfied from internal sources rather than from external ones is 
especially important because of the internal dollar’s ability to induce external 
dollars to help underwrite the program. 

The local air carrier industry is approximately 11 years old. Those 11 years 
have reflected a history of service progress and service growth matched by 
few other industries, but they have been financially deplorable. Two or three 
of the local carriers show small earned surpluses on their current balance sheets, 
but, generally, speaking, the market value of present flight equipment is prac- 
tically the only collateral local carriers have with which presently to secure 
a loan and the only property to liquidate to raise equity for a downpayment 
on new equipment. Unless they can be relieved of the threat of having the capital 
gains which they expect to realize on that equipment confiscated, their ability 
to arrange any financing plans for the purchase of new, modern equipment is 
likely to be indefinitely postponed, and the date of their subsidy-free operation 
correlatively delayed. Reciprocally, if the profits realized on the sale of this 
used equipment are available to local carriers, then they should be able to 
effectuate new financing plans for the purpose of purchasing new equipment. 

Even with the availability of these book profits, however, the financing of these 
reequipment programs is going to require all the ingenuity their managements 
ean supply. This committee has before it H. R. 7993 and another committee 
of this House has before it H. R. 7671, both capable of serving as supplements 
to H. R. 5822 in assisting the financing of the local air carrier reequipment 
programs. 

It must be emphasized in any discussion of the reequipment of the local car- 
riers that that reequipment must be a program, not a hit-or-miss addition of an 
airplane here or an airplane there. Likewise, it must be emphasized that the 
financing of the reequipment program must itself be a financial program, not 
merely an improvisation here, an emergency measure there or a temporary expe- 
dient somewhere else. Once the foundation of that program has been laid by 
the removal once and for all of any doubts as to the availability of capital gains 
to the local carriers, succeeding steps in the program may be taken. 

Difficulties facing the small airlines in financing the reequipment program 
are so great that any device that contributes in whatever degree to the solution 
of that problem merits serious consideration. The local-service airlines and the 
other small airlines are sufficiently heterogeneous in their size, in their financial 
compositions, and in their operating characteristics that the suitability and 
utility of various proposed legislative solutions for those problems vary between 
the respective airlines; some proposed financial devices may be of particular 
value to some of these airlines, and others to others. The limitations built into 
H. R. 7993 make it of particular utility to the smaller carriers, or at least to 
the smaller reequipment programs, and it is for their benefit that the Confer- 
ence of Local Airlines supports the bill. The larger local service airlines, such 
as North Central Airlines, currently operating 27 DC-—3’s, Piedmont with 24 
DC-3’s, Trans-Texas, with 20 DC-3’s, Mohawk, with 10 Convairs and 10 DC-—3’s, 
Allegheny, with 12 Martins and 15 DC-3’s and other carriers with similar fleets 
must anticipate embarking on reequipment programs, which by local airline 
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standards, are large. Not only would the amount of capital required of these 
earriers to launch a reequipment program likewise be relatively large and the: 
significance of capital gains therefore relatively great, but the scale of those re- 
equipment programs would be such that those carriers must depend on such 
comparatively conventional devices as equipment trusts (the subject of H. R. 
7671 before the Judiciary Committee) either rather than or in addition to the 
guaranteed-loan device contemplated by H. R. 7993. It is for this reason that 
the conference regards H. R. 7993 and H. R. 7671 as supplementary rather than 
competitive bills. 

After more than a decade of spectacular growth and rapidly increasing volume 
of service to the public, it is almost incredible and certainly discouraging to the- 
local air carriers that they should be forced to rely upon the guaranty of their 
debt obligations by the Federal Government. The financial predicament that 
faces the local carriers today and forces them into this position is the product 
of an inadequate earnings experience in the past as a result of Civil Aeronautics 
Board policies virtually prohibiting earnings to these companies. An adequate 
historical level of earnings would (assuming the unquestioned availability of 
book profits realized upon the retirement of old equipment) have put this in- 
dustry in a position where it could finance the replacement of old equipment 
with new in the conventional fashions of other industries. Although in this 
sense H. R. 7993 treats a symptom rather than the basic malady, the present 
financial situation of the local airlines is so desperate that no reasonable contri- 
bution, whether palatable or not, to financing the reequipment program should 
be ignored. The Civil Aeronautics Board having held the heads of the local car- 
riers under water long enough for them to have lost consciousness, the Board’s 
offer to assist in applying artificial respiration is accepted gratefully, and the 
membership of the conference certainly joins in supporting H. R. 7993 as an 
important second setp in the overall program. 

Regardless of what follow-on steps are taken by the local carriers, however, 
in developing their financial programs, whether they be via equipment trusts or 
via guaranteed loans or via other devices that might be suggested to the car- 
riers or to the Congress, it must be borne in mind that the proceeds realized 
upon the disposal of the DC-—3’s presently in local air service will provide the 
eapital that will be the cornerstone of the reequipment financing of any local air 
earrier. There is no substitute in any other bill or in any other concept for the 
equity capital which must be made available in the form of the book profits 
realized upon the retirement of those DC-3’s. Similarly there is no substitute 
for an adequate margin of earnings for these carriers, for it is only earnings 
that will attract equity capital, and it is only equity capital that can stand at the 
foundation of a capital structure tha includes senior obligaions. 

In the interest both of the accelerated development of improved local air 
transportation and higher quality service rendered to the public by new Sight 
equipment, as well as in the long-term financial interest of the Government 
itself through the acceleration of elimination of subsidy to the local airlines, 
we urge the favorable and early consideration of H. R. 5822 by this subcommittee 
and by the Congress. 


STATEMENT OF R. E. MCKAUGHAN, PRESIDENT, TRANS-TEXAS AIRWAYS 


Mr. Chairman and members of the subcommittee, my name is R. E. McKaughan 
and my address is 1221 Commerce Building, Houston, Tex. I am president of 
Trans-Texas Airways. I wish to thank this subcommittee and its parent full 
committee for the privilege of making this statement in support of H. R. 5822 
and H. R. 7993, generally referred to as the capital-gains bill and the guaranteed 
loan bill, respectively. 

Trans-Texas is a local service air carirer which serves 50 cities in a 4-State 
area with a route system of 4,000 miles. Trans-Texas commenced operations 
nearly 10 years ago on October 11, 1947. While Trans-Texas has experienced 
substantial growth during the past 10 years, it, like the other local carriers, has 
been unable to accumulate reserves for the purchase of new aircraft. This 
financial predicament that now faces Trans-Texas is the product of inadequate 
earnings experienced as a result of the ratemaking policies of the Civil Aero- 
nautics Board, which has virtually prohibited earnings to the local service car- 
riers, as graphically portrayed by studies already presented to this subcommittee. 

Trans-Texas Airways believes that its future as a subsidy free local service 
carrier is inexorably attached to the replacement of its fleet of DC-3 aircraft by 
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modern, more efficient aircraft. The confiscation of anticipated and planned 
-capital gains to be realized through the sale of our present fleet of DC-3 aircraft 
will place Trans-Texas and other local carriers in the position of being utterly 
unable to replace present DC-—3 equipment in the reasonably foreseeable future. 
There is general agreement that the prewar DC-3 must ultimately be replaced 
if the local carriers are to become economically self-sufficient and render the 
type of modern air service that the cities and communities require and deserve. 

Trans-Texas does not have financial reserves capable of supporting a complete 
reequipment program. The market value of our DC-3 aircraft is the only sizable 
collateral we have for borrowing for financial needs. Unless Trans-Texas 
can be relieved of the threat of losing capital gains it expects to realize on 
the sale of flight and other equipment, our investment bankers advise that long- 
term financing to provide funds for the purchase of new aircraft is simply not 
available. On the other hand, if gains from the sale of aircraft can be retained, 
coupled with the guaranteed loan and an adequate rate of return, Trans-Texas 
is confident of its ability to arrange a sound reequipment program to replace our 
20 DC-3’s. 

I wish to make this point perfectly clear—Trans-Texas regards the capital 
gains bill, the guaranteed loan bill and a fair and reasonable rate of return as 
closely allied, and absolutely necessary to the sound and continued development 
of the local air transportation system of our country. These two bills comple- 
ment each other, and passage of one without the other would of course be of 
some help, but certainly alone could not solve the problem. To make possible 
the development of improved local air service by the purchase of new flight 
equipment, and to hasten local air carrier self-sufficiency, Trans-Texas earnestly 
urges your early and favorable consideration of both H. R. 5822 and H. R. 7998. 

I thank you. 


STATEMENT OF FRANK W. HULSE, PRESIDENT OF SOUTHERN ArRWwAys, INc. 


Mr. Chairman and distinguished members of the committee, my name is 
Frank W. Hulse. I am president of Southern Airways, Inc., which has its 
executive offices in Birmingham, Ala., and its general offices in Atlanta, Ga. 

I appreciate the opportunity to appear before your committee and to discuss 
H. R. 5822 which permits subsidized carriers to reinvest capital gains in new 
equipment, and H. R. 7993, the bill that provides for Government guaranty of 
flight equipment loans by private institutions to certain certificated air carriers, 

We of Southern support both bills. Since this committee is already familiar 
with the financial plight of the local service carriers and in view of the coverage 
by many other witnesses of the probiem calling for enactment of the legislation, 
my testimony in support of the two bills will be brief. 

The basic reason why legislation should be passed to enable local service 
carriers to finance purchase of equipment can, I believe, be stated simply: It 
is today impossible for the local service industry to obtain reasonable equipment 
financing and without new and modern equipment the carriers cannot provide 
the service the public deserves or reduce the amount of subsidy required. 

To illustrate the extent to which the traveling public’s interest is involved, 
I should like to call your attention to certain figures that reflect growth in the 
volume of public service by our own company—only 1 of the 13 local service 
carriers. 

Southern’s system serves 30 cities in 8 Southeastern States. The following 
table which compares the first full calendar year for Southern’s operations, 
1950, with 1956 indicates the extent to which Southern’s service has increased: 


1950 1956 
Revenue plane-miles. ..-. ‘ . nia , hee ee Shad ee il 1, 860, 748 | 3, 515, 000 
Revenue passengers ddeni 38, 117 | 188, 500 
Revenue passenger-miles : enadendtdaamiente sada aiidkamcibecs 6, 565, 645 32, 250, 000 
Passenger load factor Cadhaedie Spadeniblipndetteadta dina daaeaaesa nies 17. 08 43. 80 
DEUS DONOIREIE. onc kc cabcwtcchndeeithis bh aduip dathewanioneabieda Ses es else 48, 771 193, 000 
Express ton-miles ss cries si alana ae ei cia a lk —— 44,546 158, 000 


It is worth noting that as of May 31, 1957, our balance sheet shows that after 
7% years of operation Southern has an operating deficit of $190,970. Despite this 
financial record we have faith in the future of scheduled local air transportation 
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Unfortunately, however, it has been our past experience and it is our belief to- 
day that the financial community from which we must obtain both equity and 
borrowed capital do not share our optimism—at least, not to the point of making 
money available to purchase equipment. Yet it is upon this very financial com- 
munity we must rely if we are to replace our DC-—3’s with more modern and 
more efficient aircraft in order to improve and increase our public service. 

I believe that in addition to our lack of earnings the single reason most often 
advanced by the financial community for reluctance to assist us in obtaining 
capital for reequipment has been the proposal to confiscate capital gains from 
the sale of our present fleet. This is understandable because the most important 
asset which the local service cerriers have to finance reequipment is capital 
gains from the sale of all or a part of their present DC-3 fleet. 

Replacement of the DC-3 with modern and efficient aircraft is essential to any 
significant reduction in subsidy to the local service carriers. This is true because 
the DC-3 simply does not have, on short-haul routes of the type we operate, the 
eapacity to develop sufficient revenues to meet the costs of operating the DC-3. 
Furthermore, it is reasonable to expect that these costs will continue to rise be- 
cause of scarcity of spare parts and inflationary pressures. On the other hand, 
there is a fixed ceiling on the plane’s capacity and, therefore, on its earnings. 

It is for these reasons that Southern enthusiastically supports H. R. 5822 and 
respectfully urges its favorable consideration by the committee at the earliest 
possible time. 

As you know, there are two others bills now pending before committees in 
both the House and Senate designed to aid the carriers to finance purchase of 
more modern and efficient aircraft. One of the House bills is H. R. 7671, the 
so-called equipment trust certificate bill, which we feel will be of real assistance 
and support strongly. The other is H. R. 7993, the guaranteed loan bill, that your 
committee is currently considering. 

I think it is important to note that H. R. 7993 was proposed by the Civil 
Aeronautics Board itself. I believe you will agree that the Board has in general 
shown outstanding vision in its development of local air transportation and that 
in no small part the Board is responsible for the United States having the finest 
air service in the world. It is, therefore, significant that the Board has recog- 
nized the impossibility of the local service industry’s making any significant 
progress toward self-sufficiency as long as a substantial portion of its operations 
are performed with DC-3 aircraft. Of equal importance, the Board’s sponsor- 
ship of the guaranteed loan bill attests to its recognition of the fact that without 
assistance the subsidized carriers cannot finance reequipment. We sincerely 
hope you will report the guaranteed loan bill favorably and promptly. 

In conclusion, I should like to say that each of the pending bills will serve a 
most valuable purpose. I think that each is not only important but essential 
if the local service carriers are to obtain modern, efficient aircraft and thereby 
render better public service and at the same time reduce subsidy. 

Thank you for the opportunity to appear. 


The Cuarrman. Did Mr. Jack Ayers intend to file? 

Mr. Froserc. He was going to file Mr. McKaughan’s statement. 
He just handed it to me, and I filed it on his behalf. Mr. Ayers is 
here to answer any questions anyone would like to direct to 'Trans- 
Texas. 

Mr. Hulse is here to answer any questions anyone would like to 
direct at Southern. And I am here to answer any questions you want 
to direct to me. 

The Cuatrman. Thank you very much. Do I understand that you 
are going to a new position ? 

Mr. Fioserc. Subject to consent of the Senate, yes, sir. 

The CHarman. Does that mean we will not be seeing you as we 
have before around this committee ? 

Mr. Fiosere. Not in this capacity, Mr. Chairman. 

The Cuarrman. Well, we do wish you good luck. 

I assume you intended to convey, and perhaps did, that these state- 
ments you were submitting for various airlines a moment ago were 
in support of the legislation ? 
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Mr. Frosere. Yes, sir. I thought I said that. If I did not, I meant 
to 


The Cuarrman. Are you interested in both bills, or particularly in 
one bill? 


Mr. Frosera. The statements are in support of both bills, Mr. 
Chairman. I would like to point out that the keystone of the whole 
thing, in connection with the reequipment, and therefore the re- 
financing of equipment, is the capital gains bill, and anything else, 
whether it be other bills before this committee or other committees, is 
likely to be pretty academic unless the capital gains bill is enacted 
and enacted swiftly. So I would like to urge the prompt handling of 


that bill by this committee, Mr. Chairman. But we are in support of 
both bills. 


The Cuarrman. Very well. 
Is Mr. Reynolds here ? 


STATEMENT OF H. DON REYNOLDS, ATTORNEY, PAN AMERICAN 
WORLD AIRWAYS 


Mr. Reynotps. I am H. Don Reynolds, attorney for Pan Ameri- 
can World Airways. Mr. Ferguson, treasurer of Pan American, is 
here and has a prepared statement which has been furnished to the 
committee, and in view of the circumstances and the time problem, we 
would be very happy to have it appear in the record as though read. 

Pan American supports the capital gains legislation embodied 
in H. R. 5822. 


The Carman. Very well. Your statement will be received and 
included in the record. 


(The statement referred to is as follows :) 


STATEMENT OF ROBERT G. FERGUSON, TREASURER, PAN AMERICAN WORLD AIRWAYS, 
Inc., IN Support or H. R. 5822 


My name is Robert G. Ferguson. I am treasurer of Pan American World 
Airways, Inc., having been elected to this position in 1949. I have been with 
the company since 1929. One of the primary responsibilities of the treasurer’s 
office is to make arrangements for funds to meet the company’s expanding capital 
requirements, which have been largely the result of new flight equipment ac- 
quisitions. In this connection, I have aided in or been responsible for all new 
financing projects from 1945 to date. Such projects have included equity 
financing, bank-term loans, and long-term loans with insurance companies. 

I am appearing before this committee on behalf of Pan American to support 
H. R. 5822. 

The specific question presented by H. R. 5822 is whether the Congress should 
amend the Civil Aeronautics Act so as to provide that air carriers receiving 
subsidy mail pay shall be entitled to retain their book profits, after taxes, realized 
on the retirement of flight equipment to the extent that such profits are rein- 
vested in improving or expanding their fleets. We believe that this question must 
be answered in the affirmative as a matter of justice and because of the im- 
pelling need of the carriers in undertaking the tremendous reequipment financ- 
ing task which now confronts the industry. 

For the first 15 years of the Civil Aeronautics Board’s existence, carriers 
operating under final prospective mail rates were always allowed to retain such 
gains. Even during the last 3 years they have been allowed to do this except 
in a few cases where the Board has offset such of these gains as were realized, 
while a ratemaking proceeding was in process, between the first day of the 
future period and the date the future period rate was established. Where a 
carrier has been on interim temporary rates, however, in establishing a retro- 
active final rate, after a review of actual operations and financial results, the 
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Board has employed the practice of deducting such gains from the amount of 
subsidy to which a carrier otherwise would be entitled. 

In substance, the foregoing summarizes the situation as it existed when simi- 
lar legislation was under consideration by the last session of the Congress in the 
former S. 3449 and H. R. 8902 and 8903. Since that time additional events have 
occurred which make enactment of the instant bill even more impelling and 
urgent. In the Civil Aeronautics Board’s so-called capital gains proceeding, 
docket No, 7902, the Board’s attorney, called Bureau Counsel, has recently an- 
nounced the flat position that the Board has no authority, as the Civil Aero- 
nautics Act is now written, to permit subsidized air carriers to retain their capital 
gains for purposes of reinvestment in flight equipment. He maintains that 
Government recapture of subsidized carriers’ capital gains from sale of flight 
equipment is required as a matter of law. This proceeding has been pending 
since April 6, 1956, and a decision still appears to be many months away. 
Further, the entire posture of the proceeding offers little or no encouragement 
toward an adequate ultimate solution to the pressing problem facing the subsi- 
dized air carriers today. 

In the light of this background, I should like to discuss the merits of the pro- 
posed capital gains legislation, first, in terms of the task which Pan American 
faces in its endeavor to maintain and continue the development of air trans- 
portation to the extent and of the character and quality required for the com- 
merce of the United States, the Postal Service, and the national defense and 
what it needs to do this. Secondly, the relationship between such legislation 
and the Board’s ratemaking principles deserves explanation. A third considera- 
tion is the problem of inflation, and, as a final matter, some comment appears 
necessary on specific arguments which have been advanced against the type of 
legislation here under consideration. 

I 


As of June 30, 1956, PAA had firm contracts to purchase 17 DC-7C aircraft 
and 44 Boeing and Douglas jet aircraft, at a total cost, including spares, of 
$316 million. Delivery of the last DC-7C was made in May 1957; delivery of the 
last jet aircraft is scheduled for November 1960. The magnitude of this pro- 
gram is evident from the fact, that, as of March 31, 1957, even after all but 2 
of the DC-7C’s had been delivered, the total book value of all Pan American’s 
flight equipment was only $143,973,000. 

PAA’s leadership in ordering jet aircraft has been praised as many high Gov- 
ernment officials, including the Secretary of the Air Force, former CAB Chairman 
Rizley, the Under Secretary, of Defense and the Secretary of Commerce. The 
statements of these officials are annexed to this statement as appendix A. We 
reached the decision to order such aircraft at the earliest possible date for many 
reasons. They will provide a substantial improvement in service to the public. 
They will, we believe, bring about a reduction in unit cost of operation and in 
fares to the public, which will broaden the market and should eventually lead 
to freedom from subsidy. 

In support of our opinion that the aircraft on order will reduce unit cost of 
operation, I would like to give to the committee some historical figures. In 1947 
Pan American’s cost per available and revenue ton-mile, for all divisions, was 
45.2 cents and 80.6 cents respectively.. In 1955 when for all practical purposes 
there had been a complete replacement of fleet, Pan American's cost of opera- 
tion per available and revenue ton-mile was 37 cents and 58.1 cents respectively. 
During this period, of course, there was extreme inflation, and it is therefore 
appropriate to adjust these figures to a 1947 dollar basis. On this basis, Pan 
Amreican’s cost in 1955 was 30.9 cents per available ton-mile and 48.4 cents per 
revenue ton-mile as compared to 1947 costs of 45.2 cents and 80.6 cents respec- 
tively. While we can only estimate the cost of operation of aircraft not yet 
in service, our studies indicate that the jet aircraft which Pan American has on 
order will bring about further reductions in unit cost of operation. 

We also know that the new aircraft will make a tremendous contribution to 
the national defense. Each modern aircraft added to the fleets of subsidized 
carriers reduces the number of transport aircraft required by the Defense Estab- 
lishment. Another very important reason for Pan American’s ordering its new 
aircraft was to maintain Pan American’s competitive position against foreign- 
flag airlines, which is not only in the overall national interest, but serves to keep 
our subsidy requirements at a minimum. Throughout the world we must com- 
pete with major world airlines which are going to put jets into operation whether 
the American carriers do so or not. The British-flag carrier, BOAC, would al- 
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ready have been operating jets across the Atlantic had it not been for their un- 
fortunate experience with the Comet. On the basis of the best information avail- 
able to us, we have endeavored to determine the competitive impact of new 
flight equipment to be delivered to our competitors during a 2-year period 
ending September 30, 1958. For carriers operating in the Atlantic area there will 
be deliveries of some 90 new long-range aircraft of various types. In the Pacific 
area our competitors will have some 65 new such aircraft, and in Latin America 
some 71. We do not know exactly the number of all these aircraft which will 
be used in direct competition with Pan American, but it is reasonably certain that 
a substantial portion will be, and the potential additional capacity is certainly 
great. If American-flag carriers are to retain their position of leadership in 
international air transportation, it is obvious that all of them, including the 
subsidized carriers, must be placed in a position to carry out, under conservative 
financial structures, their reequipment commitments. 

We have, of course, given careful and serious consideration to the source of 
funds for our reequipment program. Part of the money will come from retained 
earnings; another part from depreciation accruals; another source of funds on 
which we have placed reliance is proceeds from the sale of equipment which 
would be available to us with passage of the proposed legislation. But this 
will still leave us with a large amount of money to be raised through new 
financing. 

Even if Pan American is permitted to retain all the capital gains expected from 
the retirement of flight equipment, we will still need, over and above present capi- 
tal, $125 million of new money to cover our total needs during the 1957-60 period. 
If capital gains were to be recaptured, as now proposed by the Board’s staff, 
our requirements for new capital would be increased to $151,500,000. 

Even the smaller of these two amounts is a financing of very large scope. To 
raise it all by borrowing would mean that, as of December 31, 1960, our capital 
structure would consist of 55 percent in debt versus 45 percent in equity. 

The Board itself has regarded a high ratio of debt to equity as undesirable. 
The rasons were well stated by the Board, in the Robinson Airlines case, in 
1952: 

“We have been advised that Robinson is in the process of altering its capital 
structure by conversion of debenture bonds to equity capital. The carrier is 
to be commended for this action. We are convinced that primary reliance on 
equity capital rather than debt is desirable for both local-service and trunk 
carriers. Transportation as a whole, and air transportation in particular, as 
we have seen in the not-too-distant past, is subject to sharp contractions during 
the recession phase of the business cycle. During such periods, a capital struc- 
ture which includes extensive reliance on debt, with its fixed obligations that 
must be met when due, inevitably places the carrier in jeopardy of bankruptcy. 
Such risks are substantially reduced when the carrier is soundly financed with 
equity securities ; for equity capital, with its freedom from fixed charges, will act 
as a cushion against economic adversity. Moreover, the airline industry char- 
acteristically is one with a relatively small permanent capital investment in com- 
parison with nontransport utilities. The largest share of its capital is invested 
in assets having a high rate of technological obsolescence. These characteristics 
contribute to the lesser desirability of reliance on debt as compared with common 
stock financing for both fixed-capital and working-capital requirements.” (15 
CAB 940, 941.) 

Let me put this into concrete terms, so far as Pan American is concerned. 
If Pan American were to rely only on debt capital for all its additional capital 
requirements, assuming it were permitted to retain its capital gains, it would 
owe $205,000,000 at December 31, 1960. At an estimated interest rate of 41, 
percent for new capital this would mean interest expense of $8,775,000 a year, 
without regard to debt amortization obligations which wil! depend on the terms 
of the loan agreements. 

There are several factors which must be considered in arriving at a proper 
debt-equity ratio. 

First, is the carrier’s operation ratio—that is, the relationship of its operat- 
ing expenses to its operating revenues. This is important because it tells us 
how much revenues could decrease, or expenses increase, without putting the 
carrier in a loss position. Appendix B which is attached to this statement 
shows that Pan American’s operating ratio was 95 percent in 1955, and that a 
decrease of revenues of 5.3 percent, or an increase in expenses of 5.6 percent 
would have wiped out its entire operating profit. In almost all other post- 
war years, Pan American’s operating ratio was even higher. 





150 AIRCRAFT EQUIPMENT LOANS 


it is pertinent, next, to consider the risk that such a decrease in revenues or 
increase in expenses might incur. We are ail aware, I am sure, of the constant 
pressure of inflationary forces. Thus far, many of our airlines have been able 
to date to cope with them through increased volumes of business and improved 
flight equipment and efficiency. However, although we have high hopes for a 
continued growth in traffic and revenues, we cannot assume that such growth 
will continue to be sufficient to offset the year-to-year inflationary forces which 
increase expenses. We know that the growth sometimes develops unevenly and 
sometimes not at all. There is great risk, particularly in the international field, 
that in a given year or period of years, revenues may be stagnant, or even 
decline. For example the recent crisis in the Middle East had the effect of 
curtailing travel to that area and to some extent reduced travel to Western 
Europe and possibly to the Far East. 

Even aside from international uncertainties, many other factors could inter- 
rupt the anticipated growth of traffic. There is vigorous competition over all 
routes. There are 14 scheduled transatlantic airlines from the United States; 
53 airlines operating in the Caribbean and South America, of which 31 operate 
to the United States; and there is a constant increase in the strength of our 
competition. The United States has also entered into a number of bilateral 
air agreements authorizing additional foreign-flag competition which has not 
yet been implemented in various areas, and more may be in prospect. In the 
past year, at least, American-flag carriers have been a very limited beneficiary 
under any air agreement signed with a foreign government. We are faced with 
the constant risk that our Government may accede to additional requests for 
new foreign airline services on United States trade routes, without commen- 
surate improvement in traffic opportunities for United States carriers. Current 
and anticipated expansion of foreign-flag competition is made even more serious 
because of the restrictive attitudes with which some foreign governments view 
our carriers’ international operations, and the limitations and restrictions 
which they have placed upon our services. A very large part of the international 
air transportation business is pleasure travel, and such travel would be an 
early casualty of a business recession. No matter how optimistic we may be 
for the long future, clearly we must face the prospect that in any given year or 
period of years traffic may remain level or decline. 

For all these reasons, I believe that subsidized carriers must exercise con- 
servatism in building their capital structures to take care of their new flight 
equipment requirements. To this purpose, the adoption of the legislation here 
being considered is sorely needed. I believe that sound Government policies 
should not force any subsidized carrier to rely on debt for more than 45 percent 
of its total capitalization, that even this should continue only for short periods 
immediately following equipment deliveries and that the goal should be to have 
in debt not over 40 percent of total capital and perhaps even less. 

Let me turn to the situation which Pan American would face if it were to be 
deprived of its capital gains. In that event, based on our best estimate at the 
moment, our equity base would be reduced by $26,500,000 and our need for new 
capital would be increased by a like amount. If all new capital were to come 
through borrowing, it would mean a capital structure of 62 percent debt and 
only 38 percent equity. I have grave doubt that Pan American could borrow 
all this money except, possibly, under very onerous terms, and I am convinced 
that it would be undesirable for it to be required to do so. 

Subsidized carriers must have recourse to the equity capital markets. With 
capital gains available to buy new equipment, the amount of additional equity 
eapital to be raised would be manageable. Without such gains, the amount of 
new equity capital required would be beyond reach of the carriers. 

In considering our ability to raise equity capital I must refer to another 
factor about which more will be said later, namely, the problem created by the 
consistent whittling away at the earnings potential of subsidized carriers. I 
must emphasize at this point that terriffic damage has been done to all subsi- 
dized carriers by the CAB’s imposition of a 7 percent return on investment 
ceiling, and its disallowance policy, applicable in determining rates for review 
periods. When security analysts look at a record of earnings, they do not, and, 
indeed, cannot distinguish between these past periods when in theory the 
earrier had riskless operation and therefore could be content with a lower rate 
of return, and future periods. They simply see the startling contrast between 
general talk of 8 or 9 percent returns for subsidized carriers and the realities. 
They are not comforted, as they may have been at one time, by reading section 
406 (b). The Board itself showed why when it said back in 1942: 
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“ * * * we would be blind to the realties if we did not recognize the fact 
that many investors will refuse to place unlimited reliance upon statutory pro- 
visions the implementation of which must depend upon an administrative body 
which acts within a range of discretion. Investors will be cognizant of the fact 
that legislative policy with respect to a rapidly developing industry is subject 
to change, and that the policy of the administrative agency may likewise change 
with varying economic conditions or with the varying personnel of the agency. 
These are realities on the investing world; and they often constitute a greater 
influence upon the investor’s attitude than does newly established Government 
policy which may offer assurances regarded as more theoretical than real” (3, 
CAB 3823, 338). 

Another factor which has an important bearing on a company’s ability to sell 
stock on fair terms is the relationship between the market value and book value 
of the stock. It is a fundamental rule of public-utility rate regulation that 
public utilities must be able to sell additional capital without diluting the value 
of the shares already outstanding. Since certain expenses are involved in a 
stock issue, and since any new issue must, for practical reasons, be priced 
somewhat below the market, it is a good rule of thumb that stock must sell 
on the market at no less than 115 percent of book value for the company to be 
able to net book value on a new issue. 

How does Pan American make out, on this test? For a period of almost 10 
years, Pan American stock has, except for scattered months in the last 2 years, 
continuously sold below book value. During a large portion of this period it 
sold at less than two-thirds of book value. As compared with a December 31, 
1956, book value of $19.64 per share (without reflecting the added book value 
of its equity in affiliates), it is currently selling at approximately $15. 

The position of the nonsubsidized carriers is altogether different, as shown 
by appendix C attached to this statement. In the case of every one of these 
carriers, market price of stock has been well above book value. In the case of 
the larger airlines, this has been the case almost continuously for 6 years. 

In the light of all these circumstances, it is clear that Pan American already 
has a tough job to raise on fair terms the additional equity capital which it ought 
to raise to maintain a minimum debt-equity ratio, assuming that it is allowed 
to retain gains on the sale of flight equipment. To refuse to permit the subsidized 
carriers to retain capital gains to help meet the cost of reequipping would make 
prospects of equity financing practically hopeless. 

The first effect of depriving the subsidized carriers of capital gains would be 
that requirements for new equity capital would increase, both because total need 
for new capital would increase and because such a carrier would have a smaller 
equity base to support additional borrowing. Further, the subsidized carrier’s 
earnings—and its prospect of better earnings in the future—would be adversely 
affected. 

It is also necessary to consider the carrier’s ability to finance—and this applies 
to debt as well as equity—not just as an abstract proposition, but in the light 
of its situation relative to other major airlines. Pan American, for example, 
competes with many other carriers not only in actual operation, but in the capital 
markets as well. The nonsubsidized carriers are permitted to retain capital gains 
from the sale of equipment, to help purchase new equipment, and for the general 
benefit of their operations. Unless a subsidized carrier is also permitted to retain 
capital gains, for equipment replacement, it is at a double disadvantage. First, 
from the standpoint of equity capital, the nonsubsidized carrier reports capital 
gains on its profit-and-loss statement, thus swelling its earnings, and improving 
the attractiveness of its equity securities, which in the final analysis is reflected 
in market prices and the prices at which equity securities may be issued to 
investors. Secondly, in the debt capital market, the unquestioned right of 
retention of capital gains by a nonsubsidized carrier makes the nonsubsidized 
carrier more attractive as a borrower than the subsidized carrier. 

To illustrate this point, a nonsubsidized carrier, seeking a loan for its equip- 
ment program, approaches the banker with all of its assets under its control 
and available to secure loans required to finance new equipment programs. It 
advises the banker that it has X number of aircraft on its books which, after 
depreciation reserves, have a value of $1 million. The nonsubsidized carrier 
also tells its banker that, when the new equipment which it is planning to pur- 
chase and to finance is ready for delivery, it will sell the X number of old air- 
craft, which sale will produce $3 million of capital gains after taxes, and that 
this will be available to aid in the purchase of the new aircraft on order. Such 
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sale would result in an increase in the nonsubsidized carrier’s equity, and would 
improve materially its attractiveness as a credit risk. 

Without the legislation here being considered, the subsidized carriers, in 
contrast, would not be able to retain any of the benefits which would be realized 
by the sale of their aircraft. Such a situation would raise doubt as to whether, 
first, the subsidized carriers will be able to raise the equity capital and, secondly, 
if borrowed capital could be obtained, whether the agreements which the sub- 
sidized carriers make from the standpoint of repayment, restrictions on debt, 
interest rate, and other covenants will not be substantially more restrictive than 
those which would be obtained by the nonsubsidized carrier. 

I do not believe that the intent of the Civil Aeronautics Act was to provide ad- 
vantages to nonsubsidized carriers which are not available to subsidized carriers. 
Carriers which require subsidy are not in this position by choice or by fault, 
but only because the routes over which they operate are not sufficiently strong 
to be self-supporting. In many instances, and particularly in Pan American's 
ease, the subsidy is required primarily to support routes of a national-interest 
character. 

II 


What the use of capital ganis for the purpose of reducing subsidy actually 
means, in reality, is a reduction in realized rate of return. For that reason, it 
is pertinent to review the trend of the Board's rate-of-return decisions. Such 
review shows that the Board has constantly been reducing the realized rate of 
return, both (@) by reducing the theoretically allowed rates, and (b) even more 
so by its method of applying them. 

(a) The first step in reduction of the theoretically allowed rate of return 
was the decision by the Civil Aeronautics Board, in 1947, to reduce the rate 
for past periods from 10 to 7 percent. There never was any evidentiary basis 
for the 7 percent, and the premise on which the whole idea of a lower rate 
of return for past periods was based, namely, that such operations were con- 
ducted without risk, is one that all subsidized carriers have come to learn was 
pure fiction. The next step was the Board’s decision, in 1954, to reduce the 
rate of return on international operations for future periods from 10 to 9 
percent. 

The effect of these reductions in allowed rate of return has been compounded 
in Pan American’s case by the fact that the great bulk of Pan American’s rates 
since the end of World War II have been fixed retroactively on the past-period 
basis, with the theoretically allowed 7-percent rate of return. 

(b) A second development which has drastically reduced the earnings of sub- 
sidized carriers has heen the disallowance technique employed by the Board 
and its staff. This has been particularly serious in past-period ratemaking, but 
to some extent this enters into future-period ratemaking as well. Most of these 
disallowances are not based on demonstrated inefficiency in the common sense, 
as to which no one would quarrel, but on a substitution of the judgment of the 
rate staff, after the fact. for that of the carrier at the time the expenses were 
actually incurred. While disallowances for selling expense, excess capacity, 
all-cargo service, and similar matters have reduced Pan American's earnings by 
millions of dollars since the war, I want to emphasize that other companies have 
fared as badly and in many cases even worse, on a relative basis. 

(c) A third development which has reduced the realized return of subsidized 
airlines is the Board’s exclusion from the investment base of items essential 
for the performance of the carrier’s public responsibilities. The Board stated 
in its opinion, order No. E—8833 in docket No. 1706 et al., that “the rate (9 per- 
cent) provides a return on common stock of over 13 percent, which should be 
sufficient, in view of the limited risks assumed by the carriers, to permit them 
to secure any necessary equity financing.” This rate of 9 percent was constructed 
on the basis of the total earnings and total investment of the Big Four domestic 
trunklines. However, the investment base used by the Board in determining 
future subsidy is, in most cases, not the total investment of the subsidized 
carrier. 

One of the primary items eliminated by the Board in arriving at the invest- 
ment base for subsidy determination is the deposits made by carriers against 
purchase of new flight equipment. This practice is most significant to PAA, 
particularly in the years 1954 and following, in which PAA has been required to 
make substantial deposits on new flight equipment. As of March 31, 1957, 
such deposits totaled $21 million, which, under present Civil Aeronautics Board 
policy, is excluded from the investment base for return purposes. Under such 
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circumstances, it is practically impossible for a subsidized carrier to realize 
a reasonable return on its invested capital. 

Attached to my prepared statement as appendix D are tabulations which 
show what the Board’s rate of return and deduction and exclusion practices have 
meant in Pan American's return on investment since 1951, as compared with 
the return realized by nonsubsidized carriers. I should point out that the return 
shown for Pan American for 1954, 7.96 percent, is still not finalized, and that, 
based on past experience, I am sure the Board’s staff will urge that this should 
be reduced. Although this is not shown by the table, in no year from 1946 
through 1950, when virtually all Pan American’s rates were fixed on a past- 
period basis, did PAA earn as much as 4 percent. 

A new, adverse development in the Board’s administration of the subsidy 
provisions. of the act occurred in October 1956, when the Board reopened Pan 
American’s permanent rate only 9 months after it was first established after all 
these years, and before Pan American had even come close to attaining the 
9-percent rate of return from operations which the rate was supposed to afford 
an opportunity to earn. It had been the Board’s previous, consistent policy 
to permit carriers to exceed the estimated rate of return by a considerable 
margin and for a considerable period before reopening rates—doubtless on the 
basis that the estimated rate of return was an average which could be realized 
only if it were exceeded at times. This recent reopening indicates that the 
Board, or, at least, the rate staff, may have changed, adversely to subsidized 
carriers, the basic philosophy as to how much subsidized carriers may earn. If 
rates are to be reopened whenever a carrier slighty exceeds the rate of return 
believed to be proper, this is no longer an average, which the carrier could 
hope to achieve over a long enough period, but a ceiling, always out of reach. 

I have gone into all of this, not because the merits of the Board’s rate policies 
would in any way be affected by the proposed capital-gains legislation, but because 
it is vital to realize that the picture, sought to be presented by some, of sub- 
sidized carriers regularly earning 8 or 9 percent as a result of subsidy and 
seeking to retain large capital gains in addition, bears no relation to reality. 

The plain, unvarnished truth is that far from being guaranteed any 8 or 
9-percent rate of return, as was so freely talked about in last summer's hearings 
on similar legislation, the subsidized carriers would not, under the Board’s present 
policies, have even a remote chance of earning the returns which the Board 
itself has found to be reasonable, unless they were permitted to retain gains 
on the sale of flight equipment, as they always have been permitted in closed 
future rate periods up to this time. While it is doubtful whether even this 
would permit the subsidized carriers to realize the rates of return which the 
Board has stated that they ought to have, certainly, the Congress should promptly 
assure that nothing be done to seal off this one remaining possibility of achieving 
the rate of return which the Board itself professes to regard as reasonable in 
future rate periods—much less of earning this return plus capital gains, which 
the Board for future rate periods has heretofore considered proper. 


Ii! 


These factors, which I have discussed thus far, alone necessitate enactment 
of the legislation here under consideration. However, another and wholly sep- 
arate factor of great significance compels this same conclusion. I refer to the 
spiral of inflation which, since World War II, has caused such tremendous in- 
creases in the cost of aircraft. Data with respect to this are contained in the 
attached appendix E. 

The table on page 1, concerning inflation of aircraft prices as indicated by 
increases in wage rates, shows that the average wage rate paid by the airframe 
manufacturing industry incresed 83.1 percent from 1946 to 1956. The table 
on page 7 of appendix E shows that the cost per pound of airframe has more 
than doubled. 

This inflation has had a dual effect. One result has been that the reserves 
accumulated through depreciation of equipment already owned are wholly 
inadequate to cover the cost of the new aircraft on order. Even if a carrier were 
to replace airplane for airplane, with no change in type, the new airplane would 
require the investment of additional new capital. A second significant conse- 
quence is that this same inflation has produced most of the capital gains. This 
is shown on pages 2 through 6, inclusive, of appendix EB. Page 2 shows, for 
example, that approximately 90 percent of the capital gains realized from the 
sale of Lockheed O-49 aircraft in 1955 was related to inflation. It should be 
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noted, in this connection, that we have measured inflation, for the purpose of 
that page, by wage-rate increases, and wages have gone up less than the total 
cost per pound of airframe. 

To permit subsidized air carriers to retain capital gains, therefore, would 
merely enable such carriers to maintain themselves in relatively the same position 
they would have been in had there been no inflation. The fact of the matter is 
that the services rendered by the subsidized carriers during the last half dozen 
years have been accomplished with aircraft of values greatly in excess of the 
values recognized by the Board for depreciation and investment purposes. Had 
these values been recognized, subsidy would have had to be greatly increased to 
provide for depreciation and the return element in subsidy. 


zy 


I would like to comment finally on the only three substantive arguments 
which, so far as I know, have been used in opposition to the type of legislation 
embodied in H. R. 5822 and to deprive subsidized carriers of their capital gains. 

(a) The first argument is that the carrier’s “need” is adequately met by rate 
of return on whatever investment base is recognized and that capital gains are 
therefore in the nature of a windfall. Catchwords like windfall are only 
an easy and false substitute for true analysis. I have already shown that the 
rate of return talked of by the Board is purely theoretical. Moreover, the rates 
of return for future periods heretofore have been established by the Board, 
contemplating that the Government will not use capital gains to offset subsidy 
requirements. The application of capital gains to reduce subsidy is, in effect, a 
procedure whereby the return found to be reasonable by the Board is actually 
reduced. 

The need for capital is something, not for the far-off future, but for the im- 
mediate present. The carriers need, therefore, to retain capital gains in addition 
to adequate operating earnings, for two purposes—(1) to hold to a reasonable 
and attainable level the amount of additional equity capital required, and (2) 
to have a profit picture which will bring the market price of their stock to a 
level where investors can be induced to purchase a new equity security at a 
price which will net not less than book value. For the year 1956, Pan American 
for example had earnings excluding capital gains of 7.2 percent on total invest- 
ment and including capital gains of 9.3 percent yet the stock is selling well below 
book value today. Plainly, therefore, something better than this is needed if 
subsidized carriers are to raise equity capital on fair terms. 

(b) The second argument is that capital gains should be offset against subsidy 
to avoid a duplicate allowance for depreciation. To my mind this is a real 
“red herring,” and has nothing at all to do with the issue. The question is 
merely whether the subsidized carriers should be allowed to retain their capital 
gains in order to accomplish the objectives of the act—not whether one detailed 
number out of the hundreds that go into the computation of subsidy by the 
Civil Aeronautics Board has been correct. However, the depreciation argument 
has been made so often that it is worth while to point out some of the errors it 
contains, 

I have already developed the first of these. Retention of gains on the sale 
of flight equipment, far from constituting a double recovery of depreciation, is 
simply making the carriers whole for the inadequate depreciation which the 
Board has allowed on the real value of their flight equipment. The allowance 
for depreciation has been not overly generous, but utterly inadequate. Retention 
of capital gains will correct for this, although not for the failure to recognize 
the real value of the investment on which a return should have been allowed. 

Subsidy paid to air carriers has in no way been responsible for capital gains 
which have been or may be realized. Subsidy is determined on the basis of 
the need of the carrier after considering all elements of revenue, expense, and 
investment and is not provided to cover a specific expense item such as depre- 
ciation. To single out depreciation for retroactive adjustment by recapture of 
capital gains overlooks the many other elements which go into the determination 
of subsidy and which may vary from the original estimates made by the Board 
in determining carriers’ need. Actually, in the case of Pan American, in the 
last 2 years, commercial revenues have more than met operating expenses, in- 
cluding depreciation, and the subsidy has been required only to provide a return 
on investment. 

A third error lies in picking out this one item which goes into an estimate of 
subsidy and insisting that it provides an excuse for confiscation of capital gains 
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to reduce subsidy, whereas no correction is proposed or available to the carrier 
if its subsidy turns out to be inadequate. Let me give a few examples: The 
Board has consistently refused, in forecasting subsidy, to make any allowance 
for increases in such items as labor costs, fuel costs, airport charges, ete., not 
yet reflected in signed agreements, even though definitely known to be in prospect 
in the period for which subsidy is being determined. Operations by subsidized 
earriers are carried on with all economic risks being borne by the carriers. 
If the subsidy provided proves to be insufficient, the risk of loss or meager return 
remains in the carrier. There is no provision in the Civil Aeronautics Board’s 
policy for adjusting upward retroactively the carrier’s subsidy in case of loss or 
insufficient return under closed rates. 

(c) A third argument has been advanced by some to the effect that the provi- 
sions of the Civil Aeronautics Act guarantee air carriers economic success and 
that if a carrier suffers operating losses and has a greater need it can reopen its 
rate and seek additional subsidy. This naive assertion would be related, at most, 
only to a case in which a carrier is operating under a closed rate. Unfortunately 
such situations have been extremely limited. For example, indeed, since the 
war the only period during which all of Pan American’s rates were closed in 
advance was from January 1, 1955, through September 30, 1956. Even this rate 
was not established until the end of 1955, and it was reopened by the Board as 
of October 1, 1956, only 9 months later. There is no indication as to when it will 
be closed. It should perhaps be added that a carrier on a temporary rate is in 
an utterly helpless position, since not only does the carrier not have any control 
over the proceeding, but the Board’s temporary mail-pay policy provides subsidy 
only to the extent necessary to meet operating break-even need—and interest is 
not considered an operating expense. How carriers are expected to raise large 
amounts of new capital under policies which for long open periods provide them 
with inadequate earnings or even with deficits, is beyond comprehension. 

Even when the carrier is operating under a final rate, so that it is technically 
possible to open the rate, the same factors outlined above would make the 
carrier most reluctant to do so. Opening a rate is a long way in fact from the 
avenue to adequate earnings which those advancing such argument would 
have you believe. Generally speaking, subsidized carriers would not move to 
reopen any final rate unless earnings fell far below the 8 or 9 percent return 
theoretically provided and there were no prospect of an improvement in the 
foreseeable future. The soundness of such a judgment is fully supported by 
the fact that even though earnings under closed rates have not been adequate, 
earnings during periods of open rates have been much less adequate. 

There was, of course, another line of quite unfortunately misinformed attack 
against the similar bill last year. It was regrettably based upon misinforma- 
tion concerning what carriers would be principal beneficiaries under the bill 
and in what proportions. That argument merely served to do the entire sub- 
sidized airline industry grave injustice. Let me emphasize that the present 
bill has the support of the entire United States air-transport industry, subsi- 
dized and nonsubsidized. We trust that revival of any such debate will be 
recognized as quite inappropriate merely in reflection upon two simple facts: 

1. The bill would have no effect upon or relevancy to capital-gains transac- 
tions prior to January 1, 1956. Accordingly, Pan American’s history of its 
equipment transactions in developing and continuously improving its fleet over 
the years is not affected by this bill. Not one red cent of capital gains which 
were taken from Pan American during any period prior to 1956 would ever 
be restored to Pan American under the legislation proposed. 

2. Any statistical summary of the industry’s capital gains during periods 
prior to 1956 provides no index of what carriers will be affected by the bill, or in 
what proportions. If subsidized carriers which sold surplus equipment had been 
on closed rates during the period, their capital gains would not have been de- 
ducted from subsidy under the Board’s past policy. Some carriers were in this 
position and retained their gains from sales of flight equipment. Others were 
on open rates and, if so, had their capital gains confiscated. Others had no 
equipment of any significance to dispose of, so naturally they had no gains. Pan 
American, for example, due to its early origin, as well as advancing technological 
necessity, has already gone through a series of successive reequipment programs. 
As for other companies, particularly the local service carriers, they are of more 
recent origin and have been and are, by and large, using outdated DC-3 equip- 
ment, searching vainly for a suitable replacement. It is only recently that 
possible replacements are coming into being for the first time. These carriers are 
now facing their reequipment financing problems. Thus, the past record is of 
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no relevance in determining who will benefit from the legislation in the future. 
All carriers should be put on the same footing, with the right to dispose of 
equipment when prudence dictates and to retain the profits to reinvest in new 
equipment regardless of whether they may happen to be on closed rates or not, 
All subsidized airlines, including the entire local service airline system, the 
territorial carriers, helicopter operators, as well as the subsidized trunkline 
carriers, face this problem. They now need, and seek opportunity to apply 
toward the purchase of new and more efficient equipment, the funds which 
they may derive from disposition of obsolete and less modern equipment. All 
these carriers have an interest—a great interest—in this bill. 

In conclusion, and by way of summary of the reasons which I have endeav- 
ored to outline, Pan American World Airways, Inc., supports H. R. 5822 
because : 

i. The tremendous reequipment requirements immediately facing the airline 
industry, present financial and financing problems for subsidized air carriers, 
which the confiscation of capital gains from retirement of present equipment 
prejudices very critically. 

2. Under the present policies employed by the CAB, in arriving at the subsidy 
need of air carriers, a realized rate of return on investment of 8 percent or 9 
percent is an fantasy which cannot possibly be attained. This lack of adequate 
earnings makes almost impossible equity financing under reasonable terms, which 
under most public utility regulation would mean that earnings shou!d be suffi- 
cient to permit marketing of equity securities at prices which would yield book 
value or better. 

3. The impact of inflation requires that the carriers be permitted to retain 
eapital gains merely as a means of keping them in the same relative position in 
which they would have been had there been no inflationary spiral affecting the 
eosts of purchasing new aircraft. 

4. The allegations, advanced by some, that a subsidized air carrier’s “need” is 
fully or adequately met by its allowed rate of return, or that retention of 
‘apital gains would constitute a double allowance for depreciation on flight 
equipment, or that in any event sufficient relief lies in opportunity to reopen 
rates, are from any economic sense all pure fiction. 

I wish to thank you, Mr. Chairman, and the other members of the committee 
for this opportunity to set forth our views in somewhat more detail than was 
presented upon the previous occasion. 


APPENDIXES TO STATEMENT OF ROBERT G. FERGUSON, TREASURER, 
PAN AMERICAN WORLD AIRWAYS, INC., IN SUPPORT OF H. R. 5822 


APPENDIX A 


STATEMENTS OF GOVERNMENT OFFICIALS COMMENDING PAN AMERICAN’S ORDERS 
FOR JET AIRCRAFT 


Donald A. Quarles, Secretary of the Air Force 


“T am delighted to learn that the Boeing and Douglas companies teamed up 
with Pratt & Whitney Aircraft have contracted with Pan American World 
Airways to build and deliver to them a great fleet of modern, long-range jet 
transports capable of operating anywhere in the world. 

“These aircraft will use much of the technical knowledge which has resulted 
from our efforts to build superior air weapons as well as many engines and 
other accessories which have been developed as part of our jet Air Force buildup, 

“We are naturally pleased that peaceful purposes will be served by these 
developments. 

“This large commercial order which follows satisfaction of our military 
requirements make three positive contributions to our efforts to maintain our 
Air Force at all times qualitatively superior through an age of peril. 

“1. The civil operator’s emphasis on capability coupled with our emphasis 
on performance will result in a better product at lower cost. 

“2. As each of these airplanes will become a part of the Civil Air Reserve 
Fleet, our emergency lift capacity will be greatly increased at no cost to the 
Department of Defense. 
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“3. These large orders just placed by Pan American will strengthen the air- 
frame, engine, and accessory industries on which we rely for the developmént 
and production of improved bombers and fighters. A strong and vigorous 
industry is essential to our national security. Commercial aircraft production 
properly planned will increase the competence and decrease the cost to our arnied 
services of maintaining a dynamic aircraft industry.” 


Ross Rizley, Chairman, CAB 


“Pan American’s pioneering-built jet transports will have a significant con- 
tribution to make to the commerce, the postal service and the national defense 
of the United States. Pan American, Boeing, Douglas, and Pratt & Whitney 
are to be congratulated on ushering in the jet age and bringing benefits of jet 
transportation to the public. Such implementation of congressional policy in 
developing air transportation should now assure continued world leadership 
for the United States flag. 

“The magnitude of this order is best demonstrated by the fact that it is larger 
than the entire aircraft investment of all United States airlines in 1938, the 
year the Civil Aeronautics Act became law.” 


Reuben B. Robertson, Deputy Secretary of Defense 


“The Department of Defense is pleased to learn of Pan American World Air- 
ways’ decision to purchase a fleet of 45 jet transport aircraft from the Boeing 
Aircraft Co. and Douglas Aircraft to be powered by Pratt and Whitney jet 
turbine engines. 

“The three military services rely, as they have in the past, on the civil air 
carriers to supplement the available military transportation in times of emer- 
gency. These new fleets of jet transports will be a welcome addition to our 
reserve. 

“The great potential lift that these new ships provide as a result of their 
speed and range should make it possible to more effectively support our overseas 
forces at no added cost to the taxpayer.” 


Sinclair Weeks, Secretary of Commerce 


“The announcement that Pan American has placed orders with Boeing, 
Douglas, and Pratt & Whitney for $269 million worth of jet transport airplanes 
demonstrates faith in free enterprise and confidence in the future. In my 
opinion, this record order will strengthen the economy by creating employment 
in the aviation industry and by expanding world trade and travel.” 


APPENDIX B 


Comparison of composition of capital structure, operating ratio and capital turn- 
over of Pan American and the domestic Big 4 airlines, year 1955 


Pan Ameri- 
can World | Big 4 trunk 
Airways, air carriers ! 

















Ine. 
eee _— es en 
Composition of capital structure: | Percent | Percent 
Long-term debt. --.-......- dtc avs ancngal tas thread ipa sinbliidaaaas 27.0 | 30.0 
Preferred stock .........----- 8.0 
Comino stoekk Grid GUNG soa 6a cinnn snc ces eho ce ccest cist. cs 73.0 62.0 
i titicccantcuine ate Rkstdedccnwnere sh dekiccteeteh cous 100. 0 100. 0 
CI Fis a cic ntsbatewiasinednion naccigdip cakes tcnsebaindibatne il 95.0 89. 0 
Invested capital turmover...............-.....d..aste-) niall einciiphala absatle aioe aaa 159. 0 188. 0 
Percentage change in revenues or expenses to wipe out all operating profit: 
DOSTERES TR TOVGIIEs ona. occ coccecscnndtc disci Mebacaescbabsgigubicige 5.2 | 111 
Increase If GXNONSCS. .. .... 2.2. ssese ccc essasd (ab tnebectsechvbaduPicccedy 5.5 | 12.4 
| 





1 Includes domestic and foreign and overseas operations. 
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APPENDIX _C 


Analysis:‘of common stock prices and avérage book values—Nonsubsidized 
carriers, 1951-56 





19651 1952 1953 1954 1955 | 1956 

American: | 

Low : .| $13.13 | $12.25 | $11.38 | $11.50 | $20.50 $22. 00 

High : t 17.13 | 16.75 | 15.38 22.63 | 29.13 | 26. 25 

Book -value, average. -_. i : ia 16 6.24) 7.58 8.95} 11.10 13. 39 
Capital: | | 

Low. . 7 ‘ é 12.00 9. 88 8. 50 8.63 | 22.75] 23.50 

BEM. onsen oe 4 se 16. 75 13. 50 27.13 | 42.25 41. 50 

Book value; average. _: 8. 40 11. 0% 12. 93 14.37 | 16.82) 18.14 
Delta: ! | 

Low. - he : ..-| 21.75 | 24.00} 20.00 19.00 | 30.75 27. 63 

High : : 28.38 | 31.50 32.50} 31. 50 49.00 | 49. 50 

Book value, average . 16,94 | 21.94 | 25.32) 26.17 29.52 | 30.55 
Fastern | | 

Low. ----| 19.00 | 22.00 20.63, 21.63 | 25.25 43.13 

High mse 30. 00 28. 62 28.38 | 40.00 | 48.00 57. 25 

Book value, average. - ----| 1463} 17.33}. 20.11 | 22. 64 25. 99 30. 08 
National: | 

Low: ; oos-| 1225] 11.98 11.13 12. 50 20. 25 23. 00 

High ’ a ; --se, 17.25] 16.98 | 5.50 | 27.00 27.88 | 29. 13 

Book value; average &. 45 10.85 | 14.53 17. 45 19, 42 22. 33 
United } 

Low. Satiinebiiettdasiis iceaiehadiaanimaie 22.63 | 24.38 | 21.254 21.13 34. 38 35. 88 

High._. —- 35.38 | 33.88 32. 25 38. 38 49. 50 44.75 

Book value, average... > du boa | 2174 24.12 27.30 | 29.34 31. 36 33. 89 
Western: | 

Low ~ ‘ 17.75 9.75 8. 38 8.75 16, 88 18. 38 

High é ; 16. 00 15, 63 12. 38 18. 25 25. 75 25. 38 

Book value, average. _.__. ene - 10. 40 | 12. 13 | 13. 38 14. 35 15. 90 17.99 

| 





") Bid/asked range, over the counter, 


Source: C. B. Dana Co., Bank and Quotation Record. Final CAB Form 4] Reports, 1950-56. 


Analysis of Pan American World Airways, Inc., capital stock prices and book 
value per share, 1951-56 





| 
Low High | Book value, 
| | everage 
WT sec $9.75 $13. 13 $14. 95 
Ee 9.00 | 12. 00 | 15. 65 
1953:. : : PEASE SE LE RS 8.25 11. 63 | 16. 57 
1954: _- : dicinvcane eninge : 9. 38 20. 38 17. 68 
7055;...._ oo ane = ache 16. 63 22. 00 | 18. 45 
1066) 2. 35-- din xe ae - ol 16. 50 21. 25 | 19. 12 


Source: Company records. 
APPENDIX D 


Percent return on total investment for nonsubsidized carriers and Pan American 
World Airways for thé years 1951-56 


{In percent] 


Nonsubsidized carriers Pan American World Airways 


Return Return 


! 
. | ++ ~-—-—-----+--—_-— | —_———— 
Year } 


Tetal return | : On invest- + Total return 
on invest- | From capital |} ment exclud-| on invest- 





On invest- 
| From capita] | ment exclud- 











ment gains on sale | ing capital | ment gains on sale | ing capital 
of flight | gains on sale | of flight gains on sale 
equipment of flight | equipment of flight 

| equipment | equipment 
EP 6 i BAe 12.2 —0; 2 | 12. 4 | 6.5 | 1.7 | 4.8 
NER. « ich Seta Sloe ok 12.4 | L&| 10. 6 | 6. 5 | 2.5 4.0 
ae 10.0 14 8.6 7.9 | 2.3 | 5.6 
1954... 10.7 .8 9.9 7.9 1.5 | 6.4 
TUN. amiacadeca 1L.9 | 1.6 10, 3 | 8.0 23 5.7 
1956 arent 9.9 2.0 7.9 8.8 1.9 | 6.9 
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Pan American World Airways percent return on total investment for the years 
1951-56 


[Thousands] 


1951 | 1952 { 1953 1954 1955 1956 


Total net income after taxes and before interest 


onneee 3... .. i... Sau _...| $8,102! $7,987) $10,631) $11,081 $11,965) $16, 090 
Capital gains on sale of flight equipment. pationbieitiiale: $2,180} $3,092) $3,029) $2,119) $3,518) $3, 489 
Average total investment ?_-__ w= -|$1: 24, 809) $122, or $134, 582'$139, 521)/$149;-741\$182, 077 


Percent return on average total investment__....-..-- 6.5 6.£ 7.9 7.9 8.0) 8.8 
Percent return from capital gains on sale of flight.) 

equipment __-- } ae 2.5 2.3 1.5 2.3 1.9 
Percent return on investment excluding ec apite il gains” 

on sale of flight equipment.._--- Oct ee ee 4.8 4.0 5.6 6.4 5.7 §.9 


1 Adjusted for out-of-period surplus entries to reflect actual for each year. 
2 Total investment is an annual average of long-term debt and equity as at Jan. 1 and Dec. 31 


Source: CAB form 41 reports for the years 1950-56 and company records. 





APPENDIX E 


Inflation of aircraft prices as indicated by increases in airframe manufacturing 
industry wage rates, years 1946-56 


Airframe 
manufacturing | Wage rate index 





Year industry | (1946= 100.0 

| average wage | 

rates | 
ees Ek a, ee eee ; $1. 24 100.0 
1947. _. Tek actions Oe — i. 36 109, 7 
1948... ‘ sie 1. 47 118.5 
sien : Sct « stthenta eo eee ee 1. 55 4 125.0 
1950 _ . : aa EE an chant ms 1. 62 130. 6 
ob : 1.75 | 141.1 
. 7 ‘ 2 1. 87 150. 8 
- a deviineniion sthbesahelint fa 1.99 160. £ 
7 5 2.8 167.7 
oti ’ 2.17 175.0 
2. 27 183. | 





1 Obtained by ratio of 1946 to 1947 rates per hour in automotive manufacturing industry as 1946 airframe 
industry data not available. 


Source: Aircraft Industries Association, Washington, D. C 
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Substantially all capital gains are a result of increased costs of production, and 
to avoid confiscation of a carrier’s property, capital gains should be treated as 
an offset to deficiency in depreciation allowance 


L-049 AIRCRAFT SOLD IN 1955 

















Sale price of L-049 aircraft, year 1955_______- o a aa nid 4 A _........ $950,000 
Less residual value as per books (10 percent residual plus $38,000 built-in overhaul) -_...._._...__ 113, 000 
Book profit _ __ ictsssgeicneasede niinialicilh > cnneawalneeh ae 837, 000 
Deduct capital gains tax__ ‘ ne pail maschecuetionl ‘ ae ves stius (RS 
Net book profit. ‘ : _—— th a Loose sis. + 628, 000 
Adjustment for effect of increase in aircraft values due to rising costs as related to CAB deprecia- 
tion allowances: 
| 1946 cost | 1955 labor | Differ- 
| basis index basis'| ence 
ee —T aoe | 
Cost of production 4 $750,000 | $1, 313, 000 $563, 000 
Less residual value of 10 percent and $38,000 built-in overhaul 113, 000 | 169, 000 | 56, 000 
Depreciable value 637,000 | 1, 144, 000 | 507, 000 
| { | 
Total increase in value due to increased costs or reduction in purchasing power of the dollar 563, 000 
Remainder of profit not directly related to cost increases under this formula__- _ 3 65, 000 
Capital gains related to cost inflation (percent) Snonee 89. 65 
Capital gains related to other factors (percent) . : lal : 10. 35 
Total (percent) _ - a Sal hal ae 100. 00 
L-049 AIRCRAFT SOLD IN 1953 
Sale price of L-049 aircraft, year 1953 $716, 000 
Less residual value of 10 percent of cost and $38,000 built-in overhaul... 113, 000 
Book profit P . 603,000 
Deduct capital gains tax 157, 000 
Net book profit 446, 000 
Adjustment for effect of increase in aircraft values due to rising costs as related to CAB deprecia- 
tion allowances: 
"7 , iacidieniainedeas = 
| 1946 cost | 1953labor | Differ- 
basis index basis 3 ence 
Cost of production $750, 000 | $1, 204, 000 | $454, 000 
Less residual value of 10 percent and $38,000 built-in overhaul_| 113, 000 | 158, 000 | 45, 000 
Depreciable value ri 637,000 | 1,046,000 | 409, 000 
| | | 
Total increase in value due to increased costs or reduction in purchasing power of the dollar 454, 000 
Amount not directly related to cost increases under this formula- a — (8, 000) 
Capital gains related to cost inflation (percent) 101. 79 
Capital gains related to other factors (percent) - os —— (1. 79) 
Total (percent) - - — ees on bent Op tens d- set $nen).s) A00.00 


1 Based on increased airframe manufacturing industry average wage rate index of 175. 
2 Based on increased airframe manufacturing industry average wage rate index of 160.5. 
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Substantially all capital gains are a result of increased costs of production, and 
te avoid confiscation of « carrier's property, capital gains should be treated as 
an offset to deficiency in depreciation allowance—Continued 


MODIFIED DC-4 WAR SURPLUS AIRCRAFT SOLD IN JANUARY 1955 


eee 00 TOK 8 Dee DRO BOGS. oon nk ncctec cee sconecessconcutuns MES a EFID St 10. 3 $407, 000 
Less residual value and built-in overhaul used Dy Den: Ammorintwss0 ii sh ss ee le 60, 000 
a scbeornniinbiatinducbinettnishaptediicrs tides 347, 000 
Deduct capital gains tax--.__- a a ccie eah sensl niewnbnnoninn pind thie cntipaladibaicndey decent ida ae Jiws 90, 000 
ia nals cael neem nianaanengupdinens winNenaasth dpicdaat enh: outta 257, 000 


Adjustment for effect of increase in aircraft values due to rising costs as related to CAB depre- 
ciation allowances: 








1947 1954 
purchase labor Differ- 
PAA book index ence 
basis basis 4 
oe ea ee eee _.| 5 $474, 000 $725, 000 | 251, 000 
Less residual value and built-in overhaul used by Pan | 
a a aaa enraanhcnietinerial igetitiniee teneieee | 60, 000 92, 000 | 32, 000 
ET TEER cc.cdncvateuassenaitessnacccdvaanbabtannd 414, 000 | 633,000 | 219, 000 
{ | 
Total increase in value due to increased costs or reduction in purchasing power of dollar.....__.. 251, 000 
Amount not directly related to cost increases under this formula.....................--... 6, 000 
Capital gains related to cost inflation (percent) -_...._.._.......-.-..--.----- pccinbinainahioe nates 97. 67 
CRS ns CS SD GENIE TRCUUES TOGTOIE) ono cnacepee senate corennpedscesinsusdesrctepecsueas 2.33 
I MINS cto dsnstiionnicnccacmmard wibeca Cie Sialdba dn Aibndinc mace <i eg ceae ase aebeanie tei aeacininiainia 100. 00 


DC-4 AIRCRAFT SOLD IN 1956 


Estimated sale price of DC-4 in 1956________- avg eonaladacismaneia dak iamsteeee inte cilia casera iaeieateee wid $550, 000 
Less residual value and built-in overhaul. ___....__-. 














sinaiciastmisiasine idiaaacinabalede Sid ans agi asalione besa doses RR tak hot aco 60, 000 
rn ca raent den tetoreesemerrss Fags iataheit title sp aiienndieanaiaehne eAeiainmiyinaeihas abit aD. iia 490, 000 
Deduct capital-gains tax_-...__---- Fecaint rattan Wig cele at eeaaaed weap ing ee aetdantatat aed ceo 123, 000 
ee ee. anna SEEGER EROAMEE SUPERS NRELUALaome oa nieaene 367, 000 
Adjustment for effect of increase in aircraft values due to rising costs as related to CAB deprecia- 
tion allowances: 
aa os . ian ; — 
| 1946 cost | 1955 labor | Differ- 
basis index basis® ence 
Cost of production _- 7 $430, 000 753,000 | $323, 000 
Less residual value of 10 pereent ‘and $17, 000 built-in over- 
| a eels ee a bgt eee 60, 000 92,000 | 32, 000 
Depreeiable value___.._.....___.-.--.--.----- giihe Jog Brads 370,000 | 661, 000 | 291, 000 
Total increase in value due to increased costs or reduction in purchasing power of dollar. __..___- 323, 000 
Amount not directly related to cost inereases under this formula..__.................-..-- 44, 000 
CRE CORI Be re ines arcing tions spn onehernemeancarienstrisoeedoennedina , 88. 01 
CREE ENG CORIENE Uy Came TIONS WIEN) ooo nore ccc nc rnc ncccwwnennccnscccccuce 11.99 
III he dincts Bo anna, Gan ng badecaiieinatin bguicaaainin wedenagen age hhsheh emda 100. 00 


3 Sold to Avianca in January 1955. 

4 Based on increased airframe manufacturing industry average wage rates—1954 equals 152.94 percent of 
1947. 

5 Pan American’s cost in March 1947 plus modifications. 

* Based on increased airframe manufacturing industry average wage rate index of 175 for year 1955. Indi- 
cations are that the index for 1956 will be higher although the figures are not yet available. 

7 Representative price for DC-4’s sold by manufacturer to the airlines in 1946. 





j 
i 
i 
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Substantially all capital gains are a result of increased costs of production, and 
to avoid confiscation of a carrier’s property, capital gains should be treated as 
an offset to deficiency in depreciation alleowance—Continued 


CV-240 AIRCRAFT SOLD IN OCTOBER 1954 


Sale price of CV-240 aircraft in October 1954. -._-...__......--.-- Le EL LN) 
Le ss residual value and build-in overhaul used by Pam, Amerigat.. 53.-9sic-450:5----- e 














\s 88, 000 
BOONE SOE beats nik < <iss pain» --<- sls his ahs > agaist ao ale aaa iabhanipaieinn s oliaadaiie 177, 000 
Deduct capital gaims tax.__..............-- fedaceade crural np ded einteade ss eunpek oe epiatdacieniee aaa 46, 000 
Net book profit. -_..--- dese sodupas eahsapicas atk ead Wapagesd bec aeualianac een atc tawiieale osenaeniedine 131, 000 
Adjustment for effect of increase in aircraft values due to rising costs as related to CAB deprecia- 
tion allowances: 
1947 1954 
purchase labor | Differ- 
PAA book index ence 
| basis basis ° | 
| 
whisk peti tsctlelesiocehionetitanecensshpsdllala ieee | eee 
} 
Cost of production | $263, 000 $372,000 | $109, 000 
Less residual value and built-in overhaul used by Pan | | 
American. baidons Li sconh sibedh dined a duibeentndted 88, 000 | 124, 000 | 36, 000 
Depreciable value__. ee iaah rs b EPs aT 175, 000 | 248, 000 | 73, 000 
Total increase in value due to increased costs or reduction in purchasing power of the dollar_____ 109, 000 
Amount not directly related to cost increases under this formula._._.._...............---- 21, 000 
Capital gains related to cost inflation (percent) _.........-..-..-- 2.222222 o ee 2 ek eee eee eee ee 83. 21 
Capital gains related to other factors (percent)... ...._....---.-..-+--+---+.-.-.---- 16. 79 
Total (percent) . ...........- C .cgedhere anh atsdaleniapineiigeiimda ales ieiisd eae eased al 100. 00 


* Sold to Varig in October 1954. 
* Based on increased airframe manufacturing industry average wage rates—1954 equals 141.50 pereent of 
1948, 


Cost per pound of airframe of 1st 4-motored aircraft of various types delivered 
to United States scheduled air carriers, 1946-56 


























Manufac- 
Cost of air- turers’ Cost per 
Type Date acquired Carrier | craft and 4 weight, pound 
engines ! empty, 
pounds 2 
! 
| 
a (ein <n eek eae January 1946...... TWA 718, 659 51, 000 $14. 09 
WO So. didn hha l 2i es. February 1946.____ NAL 406, 038 40, 000 10. 15 
I de sa a January 1947... __- AAL 3 637, 900 51, 000 12. 51 
PN since a ok tnckrareees June 1947_ --| EAL 631, 259 58, 000 13.00 
DD nw k £55668 Sb tee abb5e Lhdaie es aD Cin <ddcessses PAA 803, 476 58, 000 13. 85 
Ee «ct nandadnuet sehen March 1949..__... PAA 1, 465, 706 84, 000 17. 45 
ee Lib 22. cnc ci. cocddceudaba March 1950. __.._- TWA 901, 767 65, 000 13.87 
ee Dei TORs.. meas UAL 940, 818 55, 000 17,11 
RoR et ee ees November 1951__..| EAL 1, 256, 478 75, 000 17. 95 
DC-7_ _ 2 ..........---.-......--...| November 1053....| AAL 1, 665, 516 64, 000 26. 02 
SPI a cckintintargapiinnacasigupiin tebe niet aoknie EAL 1, 459, 578 | 70, 000 20. 85 
L-1049G__........-. ~wkbhin eddbdhd Mareh 1955_...._..| TWA 1, 956, 783 | 73, 000 | 26. 81 
DC-7B...... i a May 1955. ....-.-.- PAA | 1, 888, 670 | 68, 000 } 27.7 
DC-70.. Hevséccc.ks. ios deak dan April 1956__.__._.- PAA | 2, 247, 557 78, 000 | 30. 7 
} } 

! From catriers’ CAB form 41 and form 2780 reports. 

2? From Aviation Week annual inventory edition. 

3 Adjusted for value of new CA 15 series engines. 

Commercial aircraft costs ore ome, years 1946-55 
Cost per Index It Cost per Index 
pound | -T 100) | pound (1946 = 100) 
_ $$ |__| 7 aii —|- nim little 
AGB: 4 653. 4 496-<- Bek : $6. 69 | 100 } Sep eee ee ae ee 17.83 267 
I i tiie na dy 9. 99 149 | I a aceasta et | 21.15 | 316 
0 = c2e0ll-21. te 11.33 W M0088 dcsl lsu. 2 23. 56 | 352 
Wn. baceba tenes} -de- | 18. OF 90D 1) ORs okays ol we <b eneaesaap 28. 18 421 
en cainsnt se itcraetets 16. 79 251 it ie al ance 26. 51 306 
| | | 








Source: CAA Statistical Handbook, 1956. 
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Increases in wage levels are generally reflected in increased manufacturer's 
prices for the same or closely related types of aircraft as illustrated by the 
Douglas DC-6 and DC-6B aircraft 








| Cost per pound Wage index 
| Cost of air- | _ Yo Ud) Wee 7 42 Ses oar 
Year aircraft Date aircraft Carrier | craft and 4 | | 
manufactured acquired engines Index | Index 
| Amount | (1946= | Year | (1946= 
| 100) 100) 
saieiaianabiinaiaa edison asian = oS alias Renters 
DC-46: | | | 
SE, at neaniaecne | January 1947 AAL 1 $437,900 | $12. 51 100.0 1946 | 100.0 
1947 ‘ | March 1948 Panagra 634, 819 12.45 | 99.51 1947 | 109. 7 
| 1948 | 118. 5 
| 1949 | 125.0 
ee June 1950 TAL 57, 549 16.81 | 134.4 1950 | 130.6 
3000... 222: December 1950_- NAL 864, 559 16.95 | 135.5 1950 | 130. 6 
DC-5B: | | j 
1950 | April 1951 UAL... 940, 818 17.11 | 136.8 1950 | 139. 6 
1951 | April 1952 UAL. 954, 306 | 17.35 | 138.7 | 1951 | 141.1 
1952 April 1953 AAL 1,018, 105 | 18.51 | 148.0 | 1952 150.8 
| | } 1953 160. 5 
1954 ..| July 1954. WAL. } 1,097, 196 | 19, 95 159.5 1944 | 167.7 
1955 _- May 1956 _ UAL 1, 160, 476 | 21.10 | 168.7 1955 | 175.0 
j ' ' 
1 Adjusted for value of new CA 15 series engines. 
Source: CAB form 41 reports. Aviation Week annual inventory edition. 
STATEMENT OF LESLIE 0. BARNES, PRESIDENT, ALLEGHENY 


AIRLINES, WASHINGTON, D. C. 


Mr. Barnes. Mr. Chairman, I do not have a prepared statement. 

The Cuatrman. Are you Mr. Barnes? 

Mr. Barnes. I am Mr. Barnes. 

The Cuamman. You are with the Allegheny Airlines? 

Mr. Barnes. That is right. 

The Cuatmrman. The president of it, in fact. 

Mr. Barnes. That is right. May I take 2 minutes? 

The CHamman. Yes. 

Mr. Barnes. I appear in support of the legislation embodied in 
H. R. 5822, the capital-gains legislation, and in support of H. R. 7993. 
I wanted to reaffirm simply Mr. F loberg’s testimony that the corner- 
stone of all the legislation dealing with the economic problems of the 
local service carriers is, in our opinion, embodied in the capital-gains 
legislation. I think that anything that I said at this point would be 
simply reiteration of testimony previously before the committee. 

1 appreciate the opportunity to convey Allegheny’s views on this. 

Mr. Macponaup. Could I ask just one question, Mr. Chairman ? 

Why isthat? Why is this bill a cornerstone of your business ? 

Mr. Barnes. For this reason: If you recall, this morning the Chair- 
man of the Civil Aeronautics Board indicated that there were two 
eliminations from the guaranteed loan, as an example. One was that 
10 percent of any guaranteed loan would have to be put by the carrier. 
An additional 10 percent of the total loan that was made would have 
to be underwritten or taken care of by the bank. So that the actual 
residual guaranty amounted to 80 percent of a total commitment for 
aircraft purchases. 

The brutal facts are that very few, if any, of the local service car- 
riers today, without capital gains, could raise the 10 percent necessary 
for the down payment which is implicit in all pieces of legislation or 
any financing with which we are familiar. 
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‘The only source that appears to be available to us—and we and 
other carriers have diligently sought that source—is through the sale 
of obsolete equipment, which will be replaced by the more productive 
less-subsidy-requiring modern aircraft. 

Mr. Macponatp. What happens to the so-called obsolete planes? 
Who is willing to buy obsolete planes ? 

Mr. Barnes. The DC-3 has to be set aside, I believe, from other 
reciprocating engine aircraft, because a DC-3 is today a very popular 
aircraft from a corporation owner usage standpoint, and I believe of 
the many multiengine equipment used by corporation owners, the 
DC-3 is by far in the greatest number. 

Mr. Macponap. So in the case of these DC-3’s that you have 
bought and used, the market for those is a pretty active one? Can you 
sell a DC-3 that you have used, say, for 5 or 6 years at a pretty sub- 
stantial price ? 

Mr. Barnes. Yes, sir. Based on today’s market, and that can 
change, of course, from time to time. By way of example, I might 
tell you that, on December 31 of this last year, to acquire a Martin 
aircraft for use in the Allegheny system, we sold 2 DC-3’s at $130,000 
apiece, 

Mr. Macponatp. What did they originally cost ? 

Mr. Barnes. Those particular aircraft? One cost Allegheny $125,- 
000 to put in service, and the other one was about $90,000. ‘They were 
both on our books, one at $9,000 and the other at $60,000. 

Mr. Macponatp. Have you been taking depreciation each year 
on them ¢ 

Mr. Barnes. That is correct. And the ironic part of it is that, out 
of the capital gains there, that exceed some $200,000, there is not one 
nickel of that that improves the financial statement of Allegheny 
Airways. It is simply used to purchase new aircraft that are more 
productive. 

We presently have six owned Martin aircraft. They show tre- 
mendous promise, as evidenced by the fact that a DC-3 today, to 
operate without subsidy, in Allegheny’s’ system, would require a 
78-percent seat occupancy for all of the operating day. The larger 
aircraft require slightly in excess of 50 percent. 

Mr. Macpnonatp. The opponents, and I assume there might be 
some on the floor, will call them ‘a double-subsidy bill. Of that I am 
sure. Do you have any answer to that? 

Mr. Barnes. 1 do not endorse that at all. I think, without disre- 
spect to those who.say that, it is a red herring. It is true that the 
DC-3 has been depreciated, but it is also true that, where our invest- 
ment im the DC-8, including refurbishing it and putting it into serv- 
ice, Was about $125,000, the Civil Aeronautics Board in the mail rate 
case allowed only $90,000 in cost, disallowing everything in excess 
of that. f 

Furthermore, if this money that accrues from the sale of aircraft 
were going to go as dividends or distribution to stockholders, then 
there might be a question. I do not concede that there is.' But, with 
that money being reinvested, as this bill and the companion bill in 
the Senate require, in new equipment, more productive equipment, 
then the question of depreciation allowed on the new equipment is 
a matter that clearly is an administrative function of the Board and 
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does not come at all into this legislation, because the legislation does 
not deal with depreciation policy. 

Mr. Macponatp. You say none of this will go to stockholders. 
It will merely go back into equipment ? 

Mr. Barnes. No, sir; it has not, im our case, and I know of no case 
where it has, as a “melon,” or a special dividend. And the bill, spe- 
cifically, as I understand it, requires that capital gains be used for 
reinvestment in new and more productive equipment, and we support 
that concept. 

The Cratrman. Thank you very much. 

Mr. Barnes. Thank you, Mr. Chairman, for permission to appear 
before the committee. 


STATEMENT OF THOMAS H. DAVIS, PRESIDENT, PIEDMONT 
AIRLINES, WINSTON-SALEM, N. C. 


Mr. Davis. Mr. Chairman, if I could speak for just a minute, my 
name is Thomas H. Davis, president of Piedmont Airlines. I have 
a prepared statement here that I would be glad to leave with the 
committee, and I certainly hope you will find time to review it, and I 
would just like to make 2 or 3 very brief comments. 

First of all, I would like to say that we support both of these bills. 
As Mr. Floberg and Mr. Barnes have pointed out, we subscribe to the 
feeling that the capital-gains bill, the so-called capital-gains bill, is 
the cornerstone for any broad-scale financing program. 

Furthermore, it seems to me there is a policy consideration here, 
and I would like to just comment very briefly on the fact that the 
confiscation requirement, or the requirement that the subsidizer of 
the local-service airlines turn over any money they realize from the 
sale of DC-3 or obsolete equipment to the Government, would place 
us in a highly discriminatory position, There is not, to the best of 
my knowledge, another air carrier in the air transportation industry 
other than the subsidized carriers that would be required to forfeit or 
to donate our gains to the Government when we sell an obsolete piece 
of equipment. 

As you well know, the Maritime Commission, as I understand it, 
provides, that, in the case of any sale of steamships by the operators, 
they can retain those funds and reinvest them in additional ships. 

Furthermore, aircraft manufacturers, for example, are subsidized, 
so to speak, far more than the local-service airlines, because about 95 
percent of their work is done for the Government, and those sales are 
to the Government, but, when an aircraft manufacturer sells any of 
its equipment and realizes a capital gain, that is not turned over to the 
Government. They are permitted to retain it. 

Furthermore, to the best of my knowledge, it is the policy among 
the various utilities, State and Federal commissions, not to include 
gains realized from a sale of capital equipment in determining rates 
for the respective operators. 

So, as I mentioned earlier, to require us to donate any gains that we 
realize from the sale of our equipment to the Government would place 
this smal] segment of the industry in the position of being segregated 
out from al] other industry in the United States and make it or 
require it to do something that is not required of any other industry, 
including the nonsubsidized air transportation industry. 
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Secondly, Mr. Chairman, as I mentioned, we support the so-called 
guaranteed-loan bill. I would like to make one suggestion, however, 
and that is that, inasmuch as this bill will be administered by the C AB, 
and inasmuch as it is almost impossible at this time to determine the 
needs of the individual carriers, insofar as the total money required 
to carry out the air financing program is concerned, because some of 
the carriers will need to go into new equipment much faster than 
others and some of the carriers are larger than others, and other 
factors, and as I mentioned earlier, because of the fact that CAB will 
administer the loan guaranties, it would seem to me appropriate, and 
I would like to urge the committee to give this consideration, to elimi- 
nate the maximum $5 million proposal i in the bill, and let the CAB 
decide whether a carrier’s loan should be guaranteed to a lesser extent 
or toa greater extent than the $5 million. 

Thirdly, I would like to again emphasize the importance of time in 
this matter. Mr. ¢ ‘hairman, our company has, in order to continue 
our program and our objective to get off subsidy as quickly as possible, 
placed an order for $8 million worth of airplanes that are going to be 
scheduled for delivery next year. That isthe F-27. T hat is the only 
way that we see any hope of getting off subsidy. mind I am frank to 
tell you that, while we have been working on this program for well 
over a year now, the financing of it, we have not yet been able to final- 
ize any financing program. And it 1s quite apparent, as a result of 
our experience and constant labors during the last year, that, first, we 
need to be able to apply the money we receive from the sale of our DC 
equipment toward the purchase price of the new equipment. 

Secondly, the guaranteed loan would be of considerable benefit. I 
am sure all of us would like to be able to, if we could, finance our 
aircraft through conventional means. But we are in such a plight 
that at least some of the carriers, and possibly all of them, will need the 
guaranteed loan in addition to the capital gains. And that same 
thing is true with respect to another bill, the so-called trust-certificate 
bill, which is not before this committee. 

The CuatrmMan. All the local-service carriers have the same situation 
to face as you have just explained here. 

Mr. Davis. I think that is true; yes. 

The Cuairman. Now, what plane is it you are buying? 

Mr. Davis. The Fairchild F-27. 

The CuarrMan. Thank you very much. Your entire statement wil! 
be included in the record. 

Mr. Davis. Thank you, sir. 

(The statement referred to is as follows:) 


STATEMENT OF THOMAS H. DDAviIs, PRESIDENT OF PIEDMONT AIRLINES 


Mr. Chairman and members of the committee, my name is Thomas H. Davis 
and I am president of Piedmont Airlines with headquarters in Winston-Salem, 
N.C. 

Those of us associated with the local-service industry are grateful for the 
sympathetic and constructive attitude this committee has always taken in aiding 
the industry to meet its problems and thereby to be in a position better to serve 
the traveling public. I sincerely appreciate the privilege of appearing before 
you today in support of prompt and favorable action on H. R. 5822, commonly 
referred to as the capital gains bill. As you gentlemen well know, of course, this 
bill in no way relieves the carriers of the obligation to pay the income taxes 
applicable to such gains. 
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Our company provides scheduled air transportation in a geographical area 
bounded generally by Washington, D. C., Norfolk, Va., and Wilmington, N. C., on 
the east and Columbus and Cincinnati, Ohio, Louisville, Ky., and Knoxville, 
Tenn., on the west. We serve some 50 cities in 7 States. 

In 1949, Piedmont’s first full year of operation, we carried 86,000 passengers. 
In the 12 months ended June 30, 1957, we carried over 400,000, an increase of 
almost 400 percent. Since starting operations we have carried a total of some 
214 million passengers. To provide this growing public service Piedmont’s fleet 
of DC-8 aircraft has been increased from 9 in 1949 to the 21 which it is presently 
operating. With new and modern equipment we are confident that our service 
to the public can continue to develop at a faster rate than in the past. 

My purpose in appearing before you today is to urge as strongly as I can that 
it is absolutely essential for Piedmont to retain the capital gains from the sale 
of its present flight equipment in order to finance the purchase of the new air- 
eraft required to attract and serve increased traffic. Of equal importance, 
it is only by replacement of the DC-3 with modern aircraft that Piedmont can 
make any significant progress toward self-sufficiency. 

Since its inception our company has had as one of its primary objectives the 
elimination of subsidy at the earliest possible time. On the basis of actual ex- 
perience with the DC-3 and after exhaustive analyses and studies, Piedmont 
concluded some 2 years ago that the constantly and rapidly rising operating 
eosts of the DC-3 had exceeded its attainable earning capacity. Briefly, the 
capacity of the DC-3 places a relatively low ceiling on its earnings, while at 
the same time the ceiling is unlimited insofar as its operating costs are con- 
eerned. Under these circumstances it is apparent that continued operation of 
the DC-3 in the future will require more and more subsidy. 

In addition to the unfavorable economics of a DC-3 operation, there is the 
important factor of service to the public. Two-thirds of Piedmont’s passengers 
are interchanged with trunk carriers. As the trunk carriers reequip with more 
and more modern aircraft, the gap between the DC-3 and the equipment used by 
the trunk carriers becomes greater and greater. In short, continued use of the 
DC-3 will not only require more subsidy but will also severely limit the quantity 
and quality of service which the local service industry can render the public. 

After extensive studies and actual flight tests, Piedmont selected the F-—27 
as the airplane which—in our opinion—will make possible over Piedmont’s 
route system a reduction of its subsidy and at the same time offer a very sub- 
stantially improved quality and volume of service for the traveling public. 
Piedmont, accordingly, placed an order for F—27 aircraft which are being manu- 
factured by the Fairchild Engine & Airplane Co. 

Our new equipment program will require an investment of more than $8 
million and for more than a year our company has worked intensively to ar- 
range the necessary financing. We do not yet have any commitment for the 
required funds. As you know, the staff of the Civil Aeronautics Board takes 
the position that the Board should adopt a policy requiring subsidized carriers 
to pay to the Government all capital gains derived from the sale of present 
equipment rather than to use such funds to purchase new and modern aircraft. 
It is my belief and the belief of many others with whom I have talked that this 
proposal is one of the principal obstacles to successful financing by the local 
service carriers of their reequipment programs. 

Fnactment of H. R. 5822 will correct this situation by making it perfectly 
clear that it is the intent of Congress to permit reinvestment by the carriers 
of proceeds from the sale of operating property and equipment in new flight 
equipment. I cannot emphasize enough the importance of prompt passage of 
this bill and in the remainder of my statement I should like to discuss briefly 
certain considerations which, in my opinion, support favorable action on H. R. 
5822. 


A. THE TRAVELING PUBLIC AND THE COMMUNITIES SERVED ARE THE REAL 
BENEFICIARIES OF SUBSIDY PAID TO LOCAL SERVICE CARRIERS 


The position of the staff of the Civil: Aeronautics Board is that all gains 
realized upon retirement of flight equipment should be turned over to the 
Government. This policy, which would, of course, preclude reinvestment of 
such proceeds in new equipment, is based in large part upon the staff’s theory 
that to permit carriers to reinvest capital gains would provide them with 
“windfall profits.” Much is made of the allegation that through payment of 
depreciation in the form of subsidy the carriers have already been compensated 
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for the cost of the equipment to be sold. Such theory is fallacious for a num- 
ber of reasons. 

The real beneficiaries of subsidies paid to local service carriers are not the 
carriers themselves but the small and intermediate-sized cities and members 
of the traveling public who use the services provided to,and from these com- 
munities. The basic objective of the subsidy, as this committee well knows, has 
been and is to bring the benefits of scheduled air transportation to more and 
more persons in the United States who otherwise would not have available 
scheduled airline service. 

It is clear, therefore, that subsidy payments have not constituted any “gift” to 
the airlines but have provided benefits which accrue to the user of the service 
furnished by the airlines. The validity of this statement is illustrated by the 
fact that not a single one of the local service carriers has an earning record 
sufficient to make possible the financing of new aircraft by conventional means. 
As a matter of fact, only 2 of the 13 local service carriers show an earned sur- 
plus after almost a decade of operation. The other 11 have substantial surplus 
deficits and, of course, there have been no dividends paid by any of the existing 
local service carriers. This earnings record makes it apparent that the subsidy 
to the local service carriers has constituted nothing more than partial payment 
for services rendered to the public and that such payment has been totally 
inadequate. 

Finally, it is misleading to contend that through allowance of depreciation 
the carriers have already been reimbursed by the Government for the cost of 
their present equipment. Depreciation is an expense which is met by a carrier’s 
income regardless of from what source it is derived. Today less than 30 percent 
of Piedmont’s total income is in the form of subsidy. Thus, even assuming con- 
trary to the fact that subsidies received by the local service carriers are sub- 
sidies for the benefit of the carrier itself, some 70 percent of Piedmont’s de- 


preciation expense is being met by commercial revenues and not by subsidy pay- 
ments. 


B. THERE IS NO PRECEDENT FOR THE CONFISCATION OF CAPITAL GAINS 


Insofar as I can determine there has never heretofore been an attempt to con- 
fiscate capital gains in other industries—even in subsidized industries. This 
is hardly surprising for such action is contrary to the theory pursuant to which 
Congress has provided for the taxation of proceeds from the sale of capital 
assets. Congress long ago determined as a matter of public policy to treat 
capital gains not as operating revenue to be offset against operating expenses 
but as nonrecurring and nonoperating capital income. 

It is my understanding that under the Merchant Marine Act of 1936 operators 
of vessels—the construction of which has been subsidized—are permitted to 
retain capital gains upon the sale of their equipment. It is also my understand- 
ing that capital gains are excluded in cOmputing revenues for the purpose of 
determining whether or not the subsidized merchant-marine operators have had 
earnings in excess of 10 percent. Similarly, to my knowledge no effort has been 
made by the Government to capture capital gains from sales of equipment by 
aircraft manufacturers despite the fact that more than 95 percent of the gross 
business of such manufacturers is based upon contracts with the Government 
paid for by the general taxpayer. Likewise, other contractors which provide 
for the Government products and services purchased with funds raised from 
the general taxpayer are not required to give the Government capital 
realized from the sale of equipment. 


gains 
The land-grant railroads, which received 
substantial subsidy during their development period, were never insofar as I 
known required to surrender capital gains on the sale of any lands donated to 
them by the Government. 

I am advised that the Interstate Commerce Commission does not consider 
capital gains as an item to be considered in influencing its decision in the 
regulation of rates of carriers subject to its jurisdiction. Thus, the uniform 
system of accounts prescribed by the ICC for railroad companies treats capital 
gains as “miscellaneous income” and not “operating revenue.” Only operating 
revenue is used as a basis for the Commission’s' judgment as to the proper level 
of rates. A similar policy, I am advised, is generally followed by the State 
regulatory agencies which have jurisdiction over intrastate public utilities. 

Finally, confiscation of capital gains would discriminate against the subsidized 
carriers in their quest for funds to finance reequipment prog 
indicated, other industries which compete with the 
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the same markets for investment capital aré permitted to retain capital gains. 
In the air transportation industry itself those air carriers which are no lenger 
on subsidy are permitted and will continue to be permitted to keep capital gains 
and use them for whatever purpose they desire. To prevent the subsidized car- 
riers from retaining capital gains and using them for reinvestment in flight 
equipment will unfairly and unduly handicap them in relation to other industries 
am! other segments of their own industry. 


C. RETENTION OF CAPITAL GAINS IS ESSENTIAL TO SUCCESSFUL REEQUIPMENT 
FINANCING 


In our efferts to finance our reequipment program we have had discussions 
with commercial banks, investment bankers, insurance. companies, and other 
commercial lending institutions. On the basis of this experience, | am convinced 
that H. R. 5822 is the cornerstone on which must be based successful financing 
of the purchase of new equipment by the local service airlines. 

In this connection, it is important to note that the ability to retain capital gains 
has a significant bearing on each and every aspect of any financing plan. First, 
Piedmont expects to realize approximately $1,300,000 capital gain from the sale of 
its DC-3’s. This would, of course, increase Piedmont’s net worth by a like 
amount and would enable the company to borrow at least a similar amount. 
Second, the improved net worth would enhance the company’s ability to raise 
equity capital. Thus, recapture of capital gains would jeopardize Piedmont's 
ability to finance a reequipment program not only to the extent of the capital 
gains loss itself, but—even of greater importance—would seriously impair its 
ability to borrow money and raise equity capital. 

In addition to H. R. 5822, I understand that the committee is also today con- 
sidering H. R. 7993, the so-called guaranteed loan bill. It is my opinion. that the 
local serviee carriers would prefer under ordinary circumstances to finance new 
equipment without the necessity of resorting to Government-guaranteed loans. 
Today, however, financing on reasonable terms is made virtually impossible by 
the proposal to take away capital gains, the extremely tight money market, the 
historically low earnings record of the local service airlines, and other factors. 
Under these circumstances it may be impossible for some of the local service 
carriers to obtain the necessary funds unless H. R. 7993 is also enacted, and I 
accordingly support its passage. 

This bill, as now written, provides for a $5 million limitation on the loan guar- 
anty to each carrier. Inasmuch as the CAB will administer this act, I would 
respectfully suggest the committee give consideration to the elimination of this 
limitation. The requirements of the various carriers differ because of route 
pattern, equipment now owned, and other factors. Some will need more than 
that presently provided for in the bill and others will need less. The CAB is 
the proper body to decide how much of any loan should be guaranteed by the 
Government. Furthermore, cost of new aircraft today is such that a $5 million 
loan will not completely reequip the fleets of any of the local service carriers. 

I should like to emphasize that the capital gains bill and the guaranteed loan 
bill are in no sense mutually exclusive. To the contrary, both are needed in the 
same manner that H. R. 7671, the equipment trust certificate bill, is needed. In 
short, the financial plight of the local service industry is so desperate and its 
need for reequipment so great that some of the carriers simply cannot obtain 
the required funds without the benefit of all three bills. 

In conclusion, I submit that confiscation of capital gains from the subsidized 
carriers is improper, unnecessary, and discriminatory. Such action may well 
make impossible the financing of the purchase of new and modern equipment, 
and thereby preclude realization of the local service carriers’ best hope of im- 
proving their service to the public and at the same time reducing subsidy require- 
ments. For these reasons, I enthusiastically support favorable and prompt action 
on H. R. 5822. 

Thank you. 


STATEMENT OF KEITH KAHLE, PRESIDENT, CENTRAL 
AIRLINES, INC. 


Mr. Kautz. On the record, Mr. Chairman, I would just like to men- 
tion one point. 
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In Central Airlines’ case, we are worried about getting 90 percent of 
the dollars to finance this thing, instead of that 10 percent, although we 
would like both bills. 


The CHarrmMan. We will have included in the record the statement 


Mr. Durfee referred to a moment ago submitted by the Board in refer- 
ence to H. R. 5822. 


(The statement referred to is as follows:) 


STATEMENT OF JAMES R. DURFEE, CHAIRMAN OF THE CiIvit AERONAUTICS BOARD 


Mr. Chairman and members of the committee, my name is James R. Durfee. 
I am Chairman of the Civil Aeronauties Board, and am appearing before you in 
connection with the committee’s consideration of H. R. 5822. 

H. R. 5822 amends section 406 (b) of the Civil Aeronautics Act to provide that 
in determining the need of an air carrier for compensation for the transporta- 
tion of mail, and such carriers’ “other recenue,” the Civil Aeronautics Board 
shall not take into account gains derived from the sale or other disposition of 
tlight equipment, under the conditions set forth in the bill. Among the condi- 
tions are a requirement (1) that the carrier notify the Board in writing that 
it has invested or intends to reinvest the gains (less applicable expenses and 
taxes) derived from such sale or other disposition in flight equipment, and (2) 
that the carrier submit evidence that an amount equal to such gains (less ap- 
plicable expenses and taxes) has been expended for purchase of flight equip- 
ment or has been deposited in a special reequipment fund. Provision is made 
that amounts deposited in a reequipment fund shall be used solely for investment 
in flight equipment, but shall not be included as a part of the carriers’ useful 
investment for purposes of section 406, until so expended. The proposed amend- 
ment is effective as to all capital gains realized on and after January 1, 1956. 

Legislation similar to H. R. 5822 was considered during the 84th Congress, at 
which time the Board was equally divided, Members Gurney and Denny having 
submitted reports favoring the legislation, and former Members Rizley and Adams 
opposing it. Although the Board had instituted the so-called capital gains pro- 
ceeding, docket No, 7902, at the time these reports were previously submitted to 
the Congress, no procedural steps had been taken in connection with this case, 
and the issues, to which reference is made below, had not been fully developed. 
Subsequently, on June 18, 1956, a prehearing conference was held in the capital 
gains proceeding and a prehearing conference report was served on July 3, 
1956. 

There are 32 subsidized air carriers who are formal parties to the capital 
gains proceeding. Evidentiary hearings were held during several periods ex- 
tending from November 14, 1956, to April 25, 1957, resulting in more than 2,300 
pages of testimony in addition to voluminous exhibits, and briefs te the examiner 
have been filed. After the issuance of an examiner’s initial decision, briefs 
will be filed with Board, oral argument will be heard, and the case will then be 
submitted to the Board for final decision, 

The issue before the Board in docket No. 7908 is what treatment the Board 
should aecord to gains on retirement of air-carrier property under the provisions 
of section 406 of the Civil Aeronautics Act. Specifically, the Board will be re- 
quired to pass upon the question of whether it has the legal power to permit 
air carriers to retain such gains. The Board will also be called upon to deter- 
mine from a factual standpoint, on the basis of the evidentiary record, whether 
the carriers should be permitted to retain retirement gains for reequipment 
purposes. 

With respect to the legal question, if it should develop that the Board does not 
have the legal authority to permit the carriers to retain capital gains, legisla- 
tion would, of course, be required in order to accomplish this objective. How- 
ever, if the facts, as fully developed in the capital gains proceeding, indicate that 
a need exists for the retention of capital gains, and if the Board has legal 
authority to permit the retention of such capital gains, the Board could then 
provide therefor in its final determination in the capital gains proceeding. If 
the evidence does not support such a need, then there would be no factual 
basis for singling out equipment retirements for special treatment. 

Inasmuch as the Board will be required to pass upon these matters in docket 
No. 7902. I am sure you will readily understand why the Board should not take 
a position at this time on the substance of the proposed legislation. Before 
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reaching any decision in this case, the Board must give careful consideration 
to the evidentiary record. In addition, the Board will be required to study the 
briefs and also hear oral argument before reaching any conclusions. Under the 
circumstances, the Board does not wish to prejudge the capital gains proceeding, 
docket No. 7902, by submitting substantive comments upon H, R. 5822 at this 
time. 

You may be sure, however, that every effort will be made to bring the capital 
gains proceeding to a conclusion as soon as possible and that the Board will 
advise you as soon as a decision is reached in this matter. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of the foregoing statement. 

The Cuarrman. Now, is Mr. Bradley Nash here? 

I notice you are now the only one left that we have not reached. 

Mr. Rothschild called me the other day and explained that he was re- 
quired to be out of the city on this civil defense program, Operations 
Alert, I believe, and could not be here, but somebody would be here. 

Do you have any further statement to make on behalf of the 


Department ? 


STATEMENT OF BRADLEY D. NASH, DEPUTY UNDER SECRETARY 
FOR TRANSPORTATION, DEPARTMENT OF COMMERCE 


Mr. Nasu. Well, we have a statement, Mr. Chairman, which is 
somewhat different from that presented to the Senate committee, and 
since our position is rather strongly in opposition to the guaranteed- 
loan bill, and since the questions brought out this morning evidence, 
{ think, a considerable misunderstanding of some of the questions at 
least, I really feel the Department should be heard. 

I regret to use your time, which I realize is valuable, but our position 
is about I think, among all the people here—I think our position is 
alone. 

The Cuamman. Well, Mr. Nash, I notice you have a relatively short 
sti a 

Mr. Nasu. Yes; that is correct. 

The Cuamrman. That being true, I think we would rather hear 
you now than to have you come back this afternoon. 

Mr. Nasu. I am sure it will only take a very few minutes. 

The CHarman. Will you come around, then 4 

Mr. Nasu. Yes. 

The CHarmman, You are Mr. Bradley Nash, Deputy Under Secre- 
tary of Commerce for Transportation in the Department of Commerce. 

Mr. Nasu. That is correct. 

The Cuarrman. And a constituent of Mr. Staggers. 

Mr. Nasu. Indeed I am, and a very proud one. 

Mr. Sraceers. I would like to say that he is one of my constitu- 
ents; a strange situation, because 2 years ago I almost could have been 
his constituent, because he was running for Congress on the opposite 
ticket. I will just say that he is one of our distinguished citizens. 

Mr. Nasu. I think Mr. Staggers’ position in Congress has never 
been seriously jeopardized by any of us, but we highly respect him, 
as the voters have shown on many occasions. 

Mr. Chairman and members of the committee, I appreciate the op- 
portunity accorded me to permit me to appear here this morning to 
give you the views of the Department of Commerce regarding H. R. 
7993 and H. R. 5822. 
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We are aware of the difficulties which the air transport industry 
faces in the immediate future in connection with the need for 
financing a vast program of reequipment so as to enable these carriers 
to continue to provide safe, economical, and efficient service. And I 
would like to interject right there that we would have been very glad 
to have had Chairman Durfee’s statistics attached to our statement. 
We have no disagreement with the need for some legislation. There 
is no question there. They were well done, and we agree with them. 

We believe any reasonable steps which can be taken to aid the 
carriers in meeting these problems would be in the public interest. 
There aré currently before Congress three bills designed to help air 
carriers obtain newer and better equipment. Two of these, H. R. 
5822 and H. R. 7993, are before this committee this morning. A 
third bill, H. R. 7671, which has been referred to the Judiciary Com- 
mittee would amend the Bankruptcy Act to make it possible for air 
carriers to obtain equipment-trust financing similar to that available 
to the railroads. 

Of these three bills we favor enactment of H. R. 5822 and H. R. 
7671. We are opposed to enactment of H. R. 7993. The Depart- 
ment has already filed with the chairman reports of its views on the 
two bills being considered here this morning. In the interest of 
conserving time I will merely restate the substance of these reports 
and then make myself available to answer to the best of my ability 
any questions which you may have. 

We favor enactment of H. R. 5822. 

At present, because of certain court decisions and proceedings 
instituted by the Civil Aeronautics Board, a subsidized air carrier 
faces the prospect of having capital gains realized from the sale or 
other disposition of flight equipment applied as an offset to reduce 
the subsidy to which it would otherwise be entitled. Carriers are 
encouraged by this to retain such value as there might be in their 
equipment over and above depreciated cost by not realizing gains 
through sale or other disposition. Such a situation tends to delay 
the replac ement of obsolescent equipment. 

We believe this result is not in the public interest. The public in- 
terest in the efficient, economical, and safe operation of subsidized air 

carriers would be better served if subsidies were calculated in such 
a Way as to permit reinvestment of gains in more modern and efficient 
aircraft. 

We believe that enactment of H. R. 5822 would be in the public 
interest and accordingly, we urge its favorable consideration by you. 

H. R, 7993 presents some problems. This bill would authorize the 
Civil Aeronautics Board to guarantee private loans negotiated by 
certain air carriers for the purchase of aircraft suitable for local, 
feeder, and short-haul air transportation both within the United 
States and within the Territories of Alaska and Hawaii. The guar- 
anty would protect any lender against loss of principal or interest 
on any aircraft purchase loan made by the lender to the qualifying air 

carrier holding a certificate of public convenience and necessity as 
described by the bill. No guaranty would be made unless the Board 
found that the air carrier could not otherwise obtain necessary funds 
for the purchase of needed aircraft on reasonable terms. 

We are opposed to enactment of H. R..7993. We believe that fur- 
ther extension of the principle of guaranty by the Federal Govern- 








176 AIRCRAFT EQUIPMENT LOANS 


ment of private loans is undesirable. Such guaranties should not be 
extended in the absence of the most compelling justification. In this 
particular area we do not believe that there is entirely persuasive evi- 
dence of the necessity for such guaranties. This bill would single out 
for extraordinarily favorable treatment a particular group of air 

carriers which are presently guaranteed a fair rate of return by the 
Government provided their management is honest, efficient, and eco- 
nomical consistent with the mail rate standards of the Civil Aeronau- 
ties Act. 

In addition to this, the other two bills currently pending before 
the Congress are intended to aid these carriers as well as other car- 
riers to obtain necessary financing. 

In view of this we cannot perceive any compelling necessity at this 
time for extending to these carriers the extraordinary benefit pro- 
posed by H. R. 7993. We believe that it would be most undesirable 
for the ‘Goviranhent to assume such an undertaking under these cir- 
cumstances. With the passage of the capital-gains and equipment- 
trust bills, and the subsidy benefits already provided, these carriers 
ought to be in a suffic iently strong position to finance necessary re- 
quirements. We believe that the enactment of H. R. 7993 would be 
unnecessary and undesirable. 

Now, if I might add a very few words, Mr. Chairman: My pro- 
fession or business happens to be the banking business, when I am 
not working for Uncle Sam. I recollect very well being employed in 
New York City during the early thirties, 1931 and 1932, in the bank- 
ing business. I was in ‘the investment banking business, similar to Mr. 
William Harding, who testified before you in behalf of the equip- 
ment-trust business. And I would like to point out that in that period 
of utmost distress, in fiscal circles certainly as well as throughout the 
country, the one type of security which had any value was the equip- 
ment-trust certificate, which was secured by railroad cars or engines 
or something of that kind. They were never in any danger of default, 
And they always paid off their value. 

While I realize that this legislation is not before this committee, 
nevertheless in an emergency ‘situation one does not necessarily re- 
strict himself, when one is ill, to the medicine in front of him. He 
reaches for whatever medicne may be in a neighbor’s medicine closet. 
Therefore, in our position we would most strongly recommend that 
that legislation be considered either jointly, whatever your procedures 
are, or on the floor, and discussed with the Judiciary Committee, to 
see whether that piece of legislation cannot be that one which will 
solve the problem, if coupled with the capital-gains legislation. It 
is effective. It is useful. Mr. Harding, in his testimony before the 
CAB, in its behalf, gave it the greatest emphasis. He said it would 
not answer all the problems of all the airlines. That is recognized. 
But it is in my opinion, if I may so state it, and I believe that of my 
Department, that those two pieces of legislation will avoid the neces- 
sity for a guaranty of loans. 

Now. just one other word, if I may. And again I must address 
myself to Mr. Staggers, who rarely makes a mistake of any kind, in 
my observation. I think he did confuse a little bit the position of the 
Civil Aeronautics Board and the administration in this legislation. 
The administration is not in any way divided or split. The ‘adminis- 
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tration, to use a favorite phrase of Mr. Durfee, stands shoulder to 
shoulder like brothers in this question of opposition toe guaranty of 
loans in this case. 

The Civil Aeronautics Board, as Mr. Durfee described in a brilliant 
speech at Marquette a month or so ago, refers to his agency as quasi- 
legislative, and it is also known in Mr. Durfee’s circles as quasi- 
judicial. We do not consider it as an arm of the executive branch. 
The executive branch stands, as I have stated, in opposition to this 
particular loan guaranty bill. 

Now, I do not want to take any more time. I notice that Mr. Flo- 
berg spoke very strongly of the need for the capital-gains legislation 
being so great as to be the keystone. I think that, together with the 
other legislation, should meet the problem. I hate to caution delay 
in a thing of this kind. I have the greatest interest in the short-haul 
carriers. But I would go a long way if I may say so, sitting in your 
seats, to avoid opposing either the Treasury or the experts in our 
Department, who are charged with giving you people the best advice 
we can on economic matters. 

The Cuarrman. Thank you very much, Mr. Nash. 

Are there some questions? 

Mr. Sraccers. He has answered the question I said I was going to 
ask about the Department of Commerce, that they are definitely on 
record against it, and I would disagree with him to this extent about 
the Civil Aeronautics Board. After all, they are appointed by the 
executive department, and you would expect them to carry out the 
wishes of the Executive. But that is neither here nor there. 

I believe you have made a very clear statement as to your stand 
and your reasons, and for my part I say “Thanks.” 

Mr. Rogers. I have 1 or 2 questions. 

Mr. Nash, I appreciate the forthrightness of your statement, but 
there is one thing in it that disturbs me, and that is your position 
against the Government loan-guaranty program. Do I gather that 
the general policy of this administration would be in the future 
against the Government continuing any of its guaranty programs 
now ¢ 

Mr. Nasu. Of course not. Guaranties are-very: tempting. They ap- 
parently do not cost anything until something goes wrong. Of 
course, any guaranty, even though it does not lead to the issue of 
securities by the Federal Government, does increase the overall burden 
of the Federal debt. 

There are many cases when a thing cannot be accomplished, when 
a desirable act cannot be accomplished, by any other means. We 
could not have ships on the sea unless we not only paid the operating 
cost differential to the tune of $120 million a year but the construction 
cost. differential estimated at about the same, or about one-quarter 
billion a year. The Congress, in its wisdom, did not grant the con- 
struction sums this year and reduced them I think to 5 or 6 million 
out of 120 million. That, I think, will be a subject that Mr. Weeks 
will speak to before Mr. Bonner’s committee next Tuesday. 

Now, it depends on what your problem is, as to what your remedy is. 

Mr. Rocers. My concern’ is simply this: As’to asia or not your 
opposition is based on the policy situation of the Government guaran- 
teeing these loans, or whether or not it is the type of guaranty that 
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is being offered. Now, would it soften your position any if the per- 
centage of guaranty was reduced and a top interest rate was fixed, 
plus a fee fixation by the CAB? 

Mr. Nasu. Of course, just briefly, I might say, as far as the fee is 
concerned, or any of these other costs, as long as these lines are on 
subsidy, they receive an 8 percent return on their capital base, cur- 
rently 8 percent. So who pays the fee, or where it is, does not 
make too much difference. The subsidy is still paid by the Civil 
Aeronautics Board through you gentlemen when you appropriate the 
funds for it. Those things are matters of degree, of course. 

After I left my banking experience in 1932, I was employed by 
the Reconstruction Finance Corporation for 3 years, We loaned an 
awful lot of money, and we did it willingly and gladly. 1 worked 
for Harvey Couch, of Arkansas, at that time, Mr. Harris, and also 
Jesse Jones, if there is anybody here from Texas. And we cer- 
tainly did everything we could to get the money out, and we did not 
care whether it was guaranteed or what happened as long as it helped 
the economic picture. 

In World War II I ran the Bureau of Finance of the War Produc- 
tion Board and was credited, I think, with starting off what is now 
the Small Business Administration, the Smaller War Plants Cor- 
poration as it was then known. And we freely loaned money when- 
ever we thought it would do good for the war effort. I do not want 
to make this too personal, but I am sure the Administration or the 
Department has no objection whatsoever to guaranteed loans for any 
essential purpose that cannot be accomplished any other way, but | 
do put a great deal of weight on Mr. Harding’s: testimony, who is 
an experienced banker, who did say that capital g gains legislation was 
not a final answer, but he said it would go a long way. 

Mr. Rogers. Your position, then, is that through the equipment 
trust route or avenue, there is a way of solving this problem ¢ 

Mr. Nasu. Plus this cornerstone or keystone of capital gains. 

Mr. Rocers Now, Mr. Nash, isn’t it true that if the bankers con- 
tinue to pursue some of the methods that they have pursued in the 
loaning of money, trouble will come. I have heard of one instance, 
and I do not know whether it is true or not, where a man was re- 
quired to borrow several thousand more dollars than he actually got, 
and leave that on deposit in that bank and pay. interest on it. And, 
of course, we are all familiar with these unconscionable discounts 
that are being charged for paper on these FHA loans and on VA 
loans. And | am just wondering what is the solution to the prob- 
Jem to enable these small-business operations to get the money to 
operate on if they have to pay those types of fees or interest rates. 

Mr. Nasu. Shocking examples may occur from time to time. I 
have not recently had any brought to my attention, but I am not 
in that area. To answer your question, T have tried to point out 
that I feel that the capiptal- gains legislation, or proposed legislation, 
and the equipment trust 1s a very satisfactory : answer. 

Mr. Rogers. You do not think that these abuses that we hear about 
all the time would continue if some program could be worked out 
on that basis? 

Mr. Nasu. I have a mortgage on my farm, and I tried to get it in- 
creased at one stage, and the banker was not anxious to give me ad- 
ditional credit. 
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Mr. Rocers. I have no objection to these matters being handled 
privately; in fact, would prefer. I think, whether it is the banking 
business or the utility business, or any thing else, they should meet 
their responsibilities insofar as letting these small businesses operate. 
We could get completely away from Government operation, but we 
will never be able to as long as we have abuses like those I mentioned. 

Mr. Nasu. Well, the Smaller War Plants Corporation really was 
not finally necessary, because the banks of this country, after a little 
prodding, ev entually, and in cooperation with the Federal Reserve 
bank’s so-called Victory loans, worked out a solution which solved 
the problem, and it was not necessary for the Smaller War Plants 
Corporation to loan very much money. What money they loaned 
was not too happy a record. 

Mr. Rogers. One of my constituents called upon me to help him 
with a small-business loan, and he was advised that he would have 
to show that he could not get that money from the banks or anyplace 
else before he wolud become eligible.’ So he later advised me that 
he obtained that information and sent it down there, and they ad- 
vised him, in view of the fact that he had proved that his credit was 
not any good, and he could not have any money. 

Mr. Macpvonarp. I just have one question. Has the Department 
figured out how much, if H. R. 7993 passed, it would cost the Gov- 
ernment ? 

Mr. Nasn. Is that the guaranteed loan ? 

Mr. Macponaxp, The guaranteed loan. 

Mr. Nasn. Well, the cost would depend upon the success of the 
record. The cost of administration could be the only one inolved. 
Mr, Durfee has estimated the requirements at between $40 million 
and $60 million as to the total amount of reequipment which would 
be needed. That probably would be the maximum amount of guaran- 
ties, and I would be surprised if it got up that high. But $50 million. 
I think, would be it. 

Mr. Macponaup. The lines, you think, would only require $50 
million ? 

Mr. Nasu. That is right. 

Mr. Macponap. Do you think that is out of line with the way the 
Government is spending money in your field ? 

Mr. Nasu. Well, I come from Boston, as you do, and am of-an old 
school, and we like to count every nickel. 

The CHamman. Do I understand, Mr. Nash, that, if persuasive 
evidence of the, necessity of such guaranty were presented to you, 
tle Department would approve the guaranteed-loan bill ? 

Mr. Nasr. Absolutely. 

The Cuarrman. Then, if this committee determines that there has 
been persuasive evidence presented to it showing the necessity of such 
guar: oe the committee should approve the bill? 

Mr. Nasr. Oh, yes. That, I consider your honorable responsibility. 

3ut it isa grave responsibility, in view of the attitude of the Treasury. 

The Cuarrman. You oppose the bill solely on the grounds that: 
“We do not believe that there is entirely persuasive evidence of the 
necessity for such guaranty.” ? 

Mr. Nasu. Right. We think other instruments are available to you. 

The CuarrmMan. That is your sole objection to it? 
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Mr. Nasn. Yes. But it must be linked with these other two in- 
struments. 

The Cuatrman. Of course, there has to be a reason for that decision. 

Mr. Nasu. Yes. I would say that you probably would want to come 
to the position that these other two items would not meet the require- 
ments. 

The Cuatrman. Thank you very much. 

Mr. Nasu. Thank you, sir. 

The Cuarrman.- Mr. Hale? 

Mr. Hate. And you also predicate your opinion on the assumption 
that these other two bills are passed, so that the airlines get the benefit 
of this other legislation ? 

Mr. Nasu. These supplemental carriers definitely need assistance. 
As I said earlier, Mr. Durfee’s annexes could easily have been attached 
to our report. They are a fine presentation. We simply disagree as 
to the remedy. 

The Cuarrman. Thank you very much, Mr. Nash. We are very 
glad to have your statement. 

Colonel Adams, did you have something ? 





STATEMENT OF JOSEPH P. ADAMS, COUNSEL, ASSOCIATION OF 
LOCAL & TERRITORIAL AIRLINES—Resumed 


Mr. Apams. Very brief, Mr. Chairman. May I make 1 or 2 
comments ? 

My name is Joseph P. Adams. I am counsel for the Association 

of Local & Territorial Airlines. 
_ Mr. Nash, in answering one of the questions of this distinguished 
committee, inferred that the cost, that is, the interest amount, on these 
loans, was not significant, because they were subsidized carriers, the 
implication of the statement being that the Government bore the 
cost. 

Gentlemen, the amount and the rate of the interest is of great sig- 
nificance, because interest on such loans is not a chargeable item under 
the subsidy paid by the Board. So that I would like to correct that. 

And one other point, Mr. Chairman. With reference to the equip- 
ment-trust certificates, on behalf of our group, it was with great 
reluctance, and no one at this date has said anything derogatory of 
that legislation, but now a witness before this committee has opposed 
the legislation, H. R. 7993, stating that another item of legislation will 
properly supplant it. 

I would like permission to have placed in the record, Mr. Chairman, 
an article from the financial page of the New York Times, Sunday, 
June 23,1957. And may I read one short paragraph: 

Central Airlines required a loan of $6,450,000 earlier this month for 80 percent 
of the price of 1,000 new freight cars. It went down to Wall Street and learned 
the bad news—it would cost 5.65 percent to borrow the money on equipment- 
trust certificates due serially in 6 months to 15 years. 

Central said: “No thank you.” 

The railroads, if this is proper reporting, are abandoning equip- 
ment trusts because they cannot procure money under it. And, for 
that reason, I fee] that I must make that statement, Mr. Chairman, 
because an attempt has been made here to oppose our legislation on 
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the basis that there is equal legislation that will be helpful. And I 
do not believe that the facts of today’s credit market will substantiate 
that. 

I would like to submit this. 

The Cuarrman. You said Central Airlines? Central Airlines has 
been buying railroad cars? 

Mr. Apams. I am sorry, Mr. Chairman. Central Railroad. New 
York Central Railroad. The article deals with the railroads ex- 
plicitly, and, in fact, the article states that the railroads are abandon- 
ing the use of equipment trusts, because of the credit situation. 

The CHarrman. You may include the article with your statement. 

Mr. Apvams. Thank you, Mr. Chairman. 

(The article referred to is as follows :) 


{The New York Times, Sunday, June 23, 1957] 


GrabDeE’s Too STEEP FOR Ratt Frxvances—Money Rates ARE NEAR POINT oF No 
RETURN IN PURCHASE OF NEW EQUIPMENT—GOVERNMENT AID IS EYED—THE 
PENNSYLVANIA PONDERS AN APPEAL FOR AN AGENCY To Buy ROLLIne Stock 


(By Robert E. Bedingfield ) 


After crying wolf for nearly 10 years about how hard it was to raise money, 
the Nation’s railroads are finding now that the wolf is really in among the 
sheep. 

The carriers’ one ready source of new capital, the market for equipment trust 
certificates, shows signs of drying up. This secured, nonrefundable lien on 
new rolling stock, which Wall Street used to regard as a little better than gold 
because it bore interest over an average 8-year life, now simply can’t be sold 
by the carriers at prices they can afford to pay. 

There is hardly a railroad in the East, and very few throughout the country, 
that can go out today and buy long strings of sorely needed rolling stock with- 
out being required to pay more for the mortgage money than the carrier caf 
earn on its capital investment. 

When the hard-pressed Boston & Maine Railroad needed $7,080,000 last Janu- 
ary to finance 80 percent of the price of new freight and passenger cars, the 
best interest rate it could get was 6.11 percent. The last time a railroad paid 
more for a loan was in the late twenties, when the industry had no trouble 
earning 6 percent on its net investment. 


2.22 PERCENT FOR THE B. & M. 


The Boston & Maine in the last decade earned only 2.22 percent a year on its 
net investment. The New York Central Railroad, the Nation’s second largest 
rail carrier, after the Pennsylvania, earned only 2.12 percent on its $2 billion 
net investment in road and equipment in the 10 years. 

Central required a loan of $6,450,000 earlier this month for 80 percent of the 
price of 1,000 new freight cars. It went down to Wall Street and learned the 
bad news—it would cost 5.65 percent to borrow the money on equipment trust 
certificates due serially in 6 months to 15 years. 

Central said: “No thank you.” 

It decided instead to borrow the money “privately,” although the road’s chair- 
man, Robert R. Young, used to fulminate long and loud against railroads that 
shunned offering securities at competitive bidding to seek more favorable terms 
in private negotiations. 

In fact, Mr. Young’s railroad for the past 18 months has turned less and less 
to bidding and more and more to “friendly” banks and institutional investors. 
Walter Grant, Central’s financial vice president, disclosed last week that the 
Central system had borrowed $129,015,000 since January 1, 1956, and obtained 
more than $79 million of the total from private offerings. 

Central in most of these deals has obtained 10-year money from banks and 
turned to trust and pension funds for loans of longer maturity. Mr. Grant dis- 
closed that when Central turned down Wall Street’s 5.65 percent offer, the road 
trimmed its request to $5 million and managed to find lenders willing to accept 
4% percent interest. 
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He added that Central; despite the :many private deals it has made, still 
savers ,competitive bidding and that “we don’t.want to fill up all our sources of 

unds.’ 

Even the most prosperous roads are feeling the credit pinch. The Norfolk & 
Western Railway, one of the richest soft-coal carriers in the country, advised 
Wall Street several weeks ago that.it was coming to town with an offering of 
$6,450,000 of equipment certificates. After watching interest rates rise almost 
daily, the carrier decided that maybe it could do with something less than 
$6,450,000. 

It put $4,320,000 of certificates up for sale instead. On that borrowing it paid 
4.3085 percent. Last April, when Norfolk & Western sold a $6,600,000 issue, it 
had to pay only 3.74 percent. 

The giant Pennsylvania has become so alarmed by the increasing cost of 
money that it wants to turn to the Government for help. Evidently it still feels 
that the issue is a little warm -for public hearing, because it hasn’t voiced its 
ideas publicly. But in conversations with the Eastern Railroad Presidents 
Conference and directors of the Association of American Railroads, representa- 
tives of the Pennsylvania are trying to get the industry to ask as a group for 
Federal assistance in financing new equipment. 


A NEW RFO? 


The Pennsylvania idea is that the Government create a new lending agency, 
somewhat akin to the old Reconstruction Finance Corporation. The agency 
would use Government credit to borrow funds to purchase railroad rolling stock, 
which the rails would lease at user rates. While the idea has not been for- 
mally presented, Congressional committees, the Interstate Commerce Commit- 
tee, and the President’s Cabinet Committee on Transportaiont all are being 
dosed with the railroad’s prescription. 

James M. Symes; president of the Pennsylvania, says he is firmly convinced 
that normal financing channels are saturated with railroad paper and can no 
longer be ‘counted upon to absorb much more than $800 million to $400 million 
of railroad equipment certificates. This is only about half the amount of funds 
that the carriers insist that they need to replace wornout cars. 

, In fact, some railroads are beginning to wonder if they can much longer afford 
éven the normal 20 to 25 percent downpayments generally called for, when buying 
rolling stock on equipment trust loans, 

The carriers’ working capital position has deteriorated sharply in relation 
to gross revenue in the last decade. Preliminary figures indicate that working 
capit ul of the class 1 railroads fell about $200 million in 1956. Excluding mate- 
rials and supplies as a current asset, the loss was more than $250 million. At 
the end of 1956, the industry’s working capital was about $1 billion, but excluding 
materials and supplies it amounted to only $275 million. 


Mr. Nasu. Just one word, Mr. Harris. 
The New York Central Railroad reflects the position of most of the 
railroads. Being on the transportation side of the Department of 
Commerce, we have visits from the railroads, who have requested a 
$500 million capital fund, which might be used to guarantee, similar 
to perhaps the aviation industry, loans up to 11% to 2 billion dollars to 
reequip themselves over the next 10 to-15 years. The railroad equip- 
ment market is very different from the proposed equipment, trusts 
which we discussed this morning. The railroad industry is not in 
send shape as far as equipment financing is concerned, 
The CuHareman. But the equipment trust operation would be. on 
the same principle. 
Mr. Nasu. The same principle. In the first place, as I understand 
it, there is plenty of money available, but ata higher rate of interest. 
Second, the railroad equipment, has. flooded the market over the 
years, and there is not much room for the new equipment which every- 
one sees coming up. I think I would be inclined to follow the testi- 
mony of a trained financial man, Mr. Harding, who spoke highly of 
aviation equipment financing. 
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Mr. Hate. I do not quite understand: what you, say about railroad 
equipment trusts.| Is it true, in your opinion, that they are in less 
favor now ? 

Mr. Nasw. No.) I think: there is such a volume of railroad equip- 
ment financing that it has put the rate of interest up somewhat. 

Mr. Hare. The rate of interest has gone up on everything, so far 
as that goes. 

Mr. Nasu. Well, that is correct. 

Mr. Hate. But:railroads are financing purchases of equipment by 
equipment trusts right along, are they not ? 

Mr. Nasu. They are, as was just indicated, at some higher rate of 
interest. I do not want to take your time. It isa complic: ated subject. 
But the point is that the railroad equipment of the country is so much 
sreater In quantity and volume that the market is pretty well satu- 
rated for cars, old or new, and there is going to be much entirely 
new reequipment, which some of the railroads are trying to do. The 
very fact of it being an equipment trust is not the magic word. The 
equipment trust is the vehicle that makes the important item, an item 
which is useful and has a market, something on which money may 
he borrowed. And I certainly am not: competent to try to make a 
public statement as to what the condition of the railroad equipment 
market is. 

Mr. Hare. Well, railroads, with ‘all their misfortunes, which are 
many, have fewer problems in connection with the rapid obsolescence 
of their equipment than airlines. I mean to say a boxear today looks 
a good deal like a boxear of 20 years ago and looks probably some- 
thing like a boxcar of 20 years hence. But an airplane of today does 
not. look anything like an airplane of 20 years ago and probably does 
not look anything like a plane of 20 years hence. So I think that the 
airlines are ina much more difficult position with respect to equip- 
ment than the railroads. 

Mr. Nasu. I do not want to labor the pomt too much, but it seems 
to me the poitit is that there is a seareity of planes of the type we are 
talking about financing. In fact, they do not even exist yet. Of the 
railroad cars and facilities there is not a scarcity, and much of this 
equipment is available. 

Mr. Hate. Yes. But nothing you have said is persuasive against 
the enactment of this bill which you say is in the Judiciary Committee. 

Mr. Nasu. No. I agree! I believe, as I have stated, and I still 
helieve, although hearing of the New York Central Railroad’s diffi- 
culties, that that would be very helpful. 

The Cuairman. Thank you very much, Mr. Nash. 

Mr. Durrer. Mr. Chairman, may I make a brief statement? I hesi- 
tate to trespass further on the time of the committee. But in the first 
place, there apparently has been some difference of opinion as to 
whether there is a difference of ‘opinion in the administration as to 
this legislation. As far as I know, I concur as to Mr. Nash’s com- 
ment; as far as I know there is no difference of opinion within the 
administration; if by “the administration” we mean the executive 
branch of the Government: Despite the fact that the Civil Aero- 
nautics Board is,appointed by, the: President, I haye,repeatedly ex- 
pressed the opinion of the Board and my own opinion that in that 
sense, if we say by administration we mean the executive branch of 
the Government, this Board is not a part of the administration. 
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Therefore our disagreement with specifically the Commerce Depart- 
ment’ on'this issue is not’a’spht' within the administration, because we 
do not consider that we are here presenting the viewpoint of the 
administration. We are presenting the viewpoint of the Civil Aero- 
nautics Board as an agency of the Congress of the United States 
within a field of regulation which does not pertain to any authority 
which the administration has over the Board but with reference to 
international authorization. 

So I merely wanted to get the record straight as to any split in 
the administration. As far as I know, there is no split. 

The Caarrman. Do I understand, then, Mr. Chairman, you are 
denying having any part of this administration ? 

Mr. Durrer. The word “administration” is susceptible to a variety 
of meanings. We are commonly referred to as an “administra- 
tive agency.” When you talk about “administration” in that sense, 
we are an administrative agency. But in the performance of the 
functions of this Board, other than those functions which are under 
the ultimate determination by the Executive as to international opera- 
tions, I believe I have made the.position of the Board clear, and in 
that my brothers concur. We are not a part of the executive branch 
of the Government. 

I do not want to trespass further on the time of the committee, 
but I will say this, Mr. Chairman: The Board has some very emphatic 
opinions, assuming the premise that guaranteed loan legislation 
should not be extended except if there is a compelling justification, 
as Mr. Nash has said, in the sense that we believe there is compelling 
justification. We believe that if the capital gains bill is enacted, 
and if the equipment trust legislation is enacted, there will still be 
compelling justification for the enactment of guaranteed loan legis- 
lation. And if the committee so desires, rather than take further 
time of the committee, we will be glad to file a statement to substantiate 
our position in that regard. 

The Cuarrman. In other words, Mr. Chairman, you believe that 
there is entirely persuasive evidence of necessity for such guaranty? 

Mr. Durrer. Even if capital gains legislation is passed, and even 
if equipment trust legislation is passed. If they are both passed, 
there will still be compelling considerations for the enactment of this 
legislation, and if the committee so desires, we will be glad to file a 
supplemental statement to substantiate our position. 

The Carman. Very well. I think the committee very well under- 
stands your position on this. 

I have a request from the Chicago Helicopter Airways, Inc., Los 
Angeles Airways, Inc., and New York Airways, Inc., to insert in the 
record a statement as to the need to include helicopters in H. R. 7993. 
The statement will be included. 

(The statement referred to follows :) 


AIRCRAFT EQUIPMENT LOANS 


GUARANTY OF LOANS TO AIR CARRIERS—STATEMENT OF NEED FOR AMENDMENT 0% 
PROPOSED LEGISLATION To INCLUDE THE HELICOPTER CARRIERS 


H. R. 7993 (to provide for Government guaranty of private loans to certain 
air carriers for purchase of aircraft and equipment, and for other purposes) 
should be amended to make clear that the benefits of the bill would be available 
to the metropolitan helicopter carriers. There are now three of these carriers 
providing helicopter service in Chicago, Los Angeles, and New York. 
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In addition to the Hawaiian and Alaskan carriers, section 3 of the bill covers 
loans “to any air carrier holding a certificate of convenience and necessity (a) 
designated therein to be for local or feeder air service ***” The metropolitan 
helicopter carriers in fact hold certificates of convenience and necessity and in 
fact provide “local or feeder air service’ exclusively. However, their certifi- 
cates do not, in so many words,. identify the service authorized as “local or 
feeder air service.” Consequently, if: the bill.is enacted in its present form, 
it may be doubted that the language italicized above is appropriate to describe 
the helicopter certificates. 

Since the status of the various classes of carriers should not be determined 
by the accidents of draftsmanship, a clarifying amendment is required. 

There is no opposition to coverage of the helicopter carriers under the bill, 
and no legislative purpose would be served by their exclusion. On the contrary, 
their inclusion is required for the very reasons given by the Civil Aeronautics 
Beard in its statement in support of the bill as applied to the other local 
service carriers. Thus, the Board refers to the present subsidy requirements 
of these carriers and states that .“The anest careful consideration should. there- 
fore be given to any development which might have the effect of reducing that 
obligation” of the Government. The Board also states that “A serious deter- 
rent to improvement in the financial position of the local service carriers * * * 
has been the relatively high cost of operating types of aircraft which have been 
available for the short-haul type of service for which these carriers are certifi- 
cated. New aircraft are being developed, which it is believed, will be much more 
economical and efficient. However, the cost of acquiring such new aircraft will 
be so great as in all probability to render the aircraft unavailable to the typical 
local service and short-haul carrier, on reasonable terms, without governmental 
assistance of some kind.” 

These observations are equally applicable to the metropolitan helicopter 
carriers. The largest helicopter now in scheduled use seats only 12 passengers. 
Within the next 3 or 4 years, advanced helicopters with capacity for 20 to 25 
passengers and equipped with multiple turbine powerplants are expected to be 
available for civil use. Acquisition of this*new equipment will enable the met- 
ropolitan helicopter carriers to effect a radical improvement in the operating 
and economic characteristics of their services. 

These larger helicopters will cost in the neighborhood of a half million dollars 
apiece. The aggregate capital requirements of the three metropolitan carriers 
for this reequipment program will probably range between $15 million and $20 
million, as compared with the present combined invested capital of these car- 
riers amounting to less than $4. million. 

Thus, if legislation is to be enacted to provide Government assistance to the 
air carriers in financing new equipment, the metropolitan carriers should be 
regarded as among the foremost requiring assistance of this type. 

For these reasons, section 3 of the bill should be amended to read as follows: 

“Sec. 3. The Board is hereby authorized to guarantee any lender against loss 
of principal or interest on any aircraft purchase loan made by such lender to 
any air carrier holding a certificate of convenience and necessity (a) designated 
therein to be for local or feeder air service, or (b) providing for operations 
wholly within the Territory of Hawaii, or (c) providing for operations wholly 
within the Territory of Alaska (including service between Alaska and adjacent 
Canadian territory) or (d) or to any air carrier holding a certificate of con- 
venience and necessity issued by the Beard for the purpose of authorizing metro- 
politan helicopter service. Such guaranty shall be made in such form, on such 
terms and conditions and pursuant to such regulations, as the Beard deems 
necessary and which are not inconsistent with the provisions of this Act. 


The CHatrman. Well, after staying an hour over the 12 o’clock 
deadline, under the circumstances we will not have to come back this 
afternoon. 

Mr. Davis, did you have anything else? 

Mr. Davis. I had just one further comment. 

I think Mr. Nash unintentionally left the impression that there was 


not much urgency behind this legislation that we are proposing here 
before you. 
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“AN of the local service ‘¢arriers’ who have’ placed orders: for *air- 
planes are confronted with an immediate progress payment that will 
come up this fall, and there,is the greatest. urgency om a timing 
standpoint to the enactment of this legislation. 


The CuHamman. Very well.’ We appreciate having your additional 
comments. 


This will conclude the hearings on these two bills, and the commit- 
tee will adjourn. 


(The following material was submitted for the record :) 


Arg, TRANSPORT DIVISION, 
TRANSPORT WORKERS, UNION. OF AMERICA, 
Elmhurst, N. Y., July 17, 1957. 
Hon. OREN. HARRIS, 
Chairman, Interstate and Foreign Commerce Committee, 
House O fice Building, Washington, D.C, 


DEAR’ ‘CONGRESSMAN HARRIS: The-air transport division,’ Transport: Workers 
Union of America, AFL-CIO, desires to register its support for the passage of 
H.R, 7993, a‘bill ‘to provide for Government guaranty of private loans to short 
haul and feeder air carriers for:the purchase of aircraft’ and equipment. 

Ivam:sure that your committee is:aware that it is desirable that: these small 
feeder lines be assisted im financing the purchase of modern aircraft and equip- 
ment essential to the profitable operittien of their routes. 

This: situation can, and: should: be::corrected,;:and our union firmly ‘believes that 
the bill H. R. 7993 provides an equitable solution. 

As you know, most of the feeder: lines operdte: with prewar DC-2’s, equipment 
which is time-tested but expensive to.operate in terms of the cost per seat-mile. 
Newer equipment, such as the Convair '/440,:would be available which would cut 
operating eosts substantially. 

In addition, aircraft manufacturers, which heretofore have ignored the prob- 
lem of developing equipment suited to the operating problems of the feeders, 
could be induced to do so providing a' market existed. 

Naturally, such a market will never exist until the feeder lines‘are able to 
arrange financing. Because of their marginal position in the field; such financ- 
ing ‘is not available from private sources,“and will not be available until a pro- 
gram of:the kind contemplated in H.oR. 79938 -is.enacted. 

Needless to say, the traveling public would benefit greatly from the passage 
of the bill. The smaller towns and cities now served by the feeders would get 
more and safer air transportation ‘asa direct: result of the purchase of more 
modern equipment, and air travel in general would be encouraged. 

We hope ‘that your committee will report this legislation favorably, and that 
the Congress will expeditiously. enact it into law. 

Sincerely yours, 


JAMES F. Horst, 
Director, Air Transport Division, International Vice President. 


Santa Monica, Cattr., July 17, 1957. 
Hon. OrEN Harris, 


House of Representatives, Washington, 'D. O.: 

I shall be grateful for any assistance you may be able to give in the public 
interest in the study and successful passage of H. R. 5822 now being con- 
Sidered by Congress.. Suecéssful airline’ operation in .the United States is the 
lifeblood factor of our economic existence and any and every reasonable recog- 
nition of the fiscal problems and burdens of the airlines in this country will be of 
concrete benefit to our industry and to all the people of the United States, as 
well as a strong factor in our national defense. 

DonaLp W. Dovuctas. 


Whereupon, at 1 p. m., the hearing was adjourned. ) 
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